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CHAPTEH I. 
Land Credit in the United States. 
The Land Credit Situation. 
Cheap money for farmers has always- proved 
a popular question for agitators. It has never 
lacked supporters and ardent champions. In the 
past, the agitation for cheap money has been so 
frequent and the plans proposed so inexpedient 
that, to-day, any plan which proposes to provide 
the farmer with cheap money is regarded as un-
sound and looked upon with discredit not only by 
men in the financial VIOrld but by the farmer him-
self. 
Recent years, however, have witnessed 
developments in agriculture which have made the 
question of better financial methods a real one. 
The present generation is witnessing a material 
transformation in methods of agriculture, The old 
"cut and cover'' methods of mining the soil have 
c5ven uay to ne~ and more scientific methods. In 
the past acricul turo was more or less of a ge"mble 
the farmer against the land and nature. The farmer 
attempted to wring from the land all that he could 
and give no thine; in. return. Circumstances in fact 
made this the only profitable sort of agriculture. 
Land v.ras 11 dirt cheap 11 , given to him by the govern-
ment; labor was high; capital was scarce; interest 
rates were almost prohibitive to the majority of the 
farmers. There was but one thing for. the farmer to 
do, and that was to forgo the use of capital and 
mine his soil. 
Developments of the last generation have 
made it impossible for the farmer to continue to 
forgo the use of capital. The free lands are gone; 
land values have advanced until a:t present it is 
almost impossible for the young man who has only 
his hands to work \!Vi th to become a land ov1ner. The 
farmer is forced to adopt new and improved methods 
of agriculture because his land is too valuable to 
mine. Increased use of machinery, increase of stock 
on the farm, increase in exp§nditures for fertilizer, 
feed,and labor, and a hicher standard of living 
have made necessary an ever increasing outlay of 
capital. 
During the period from 1900 to 1910 the 
average price of farm land ·advanced from $15.57 to 
I. 
~32.40 an acre, a rise of 108 percent. During the 
same period the value of farm implements and machines 
per acre of land in farms increase9- from ~20 .89 to 
$1.44, a rise of 61.8 percent; the value of build-
ings increased 77.8 per cent; expenditures for 
labor increased 82.3 per cent; fertilizer increased 
2. 
115 per cent. The value of stock for the decade 
3. 
endinz 1910 increased 60.1 per cent. Taken for 
longer periods of time these developments would 
show a still more striking rate of irtcrease. 
Not~withlstanding the fact that the needs 
of agriculture have constantly increased, the 
facilities for financing agriculture have remained 
prac~ically stationary. Agriculture has not kept 
pace with the unpreoidented development of indust-
ries in other fields. The improved means of financ-
ing business enterpriser corporate ownership, 
standardization and mobilization of business credits 
in the form of stocks and bonds, the organization 
of exchange markets, banking houses and trust com-
panies for dealing in securities, have made nossible 
1. Thirteenth United States Census,Vol.5, Farms ad 
Farm Property. P.80. 
3. do P.43, table 8. 
3. do P.84, table 3a. 
the accumulation of large amounts of capital at low 
rates of interest, for long periods of time, and on 
easy terms of repayment, with \7hich to finance large 
enterprises. Agriculture does not readily lend 
·itself to these new and improved methods and means 
of financing. In fact the farmer in the business 
0 world is ,.,sort of ~ an6ma1_,. Our conmrnrcial and 
financial institutions which have been designed to 
meet the needs of the manufacturing and commercial 
classes have proved inadequate and even prejudicial 
to the best interest and development of agriculture; 
It is largely to meet these inadequacies 
in our financial system that the demands for cheap 
money have been made. To-day the question has be-
come more acute than ever. It has grovm to such 
importance as to find expression in political plat-
forms, concressional committees, and state and 
Federal leeislative acts. It has enlisted the 
support of considerable number of men in various 
lines of activity. As yet, however, there is no 
consenses of opinion as to the program best adapted 
to supply the farmers needs. One group of credit 
enthusiasts would have the Federal ot the state 
coverrunents enter into the business of providing the 
farmer vith artificially cheap money; another group 
would have the Federal or state govermaents work out 
the machinery for ~mpr6~ing the credit system; 
o.thers would have the farmer work out his own sal-
vation through cooperative credit institutions; while 
still others think that the whole problem should be 
left to private iniative, the action of the govern-
ment being confined to that of repealing obnoxious 
laws which are prejudicial to the organization of 
private companies. Still others hold that the 
farmers salvation lies in adopting better business 
methods. 
The strongest supporters and the bitter-
est enemies of each of these programs are found 
among the various groups of rural credit enthusiasts. 
Each group is heartless in condemning all others 
as ill-adapted, inexpedient, or absolutely dangerous 
to the interests of the farmer. The explanation of 
this disagreement as to the proper solution lies 
largely in the fact that each group is looking at 
a different phase of the credit problem. 
The rural credit problem in the United 
States involves several problems, First, there is 
the problem of making short term loans to all 
classes of farmers for the purpose of providing 
workinc capital to meet expenditures for feed, labor, 
fertiliz·er, machinery, and other equipment v1hich 
cannot be met out of the proceeds of one or two 
successive years; the usual length of such loans 
beinc from six to twelve months. 
1rhe second problem is that of providing 
long term credit to the farmer for the purpose of 
providing capital vith which to pay the purchase 
price of land, to meet expenditures for improvements, 
such as buildings, fences, drains, and the more 
expensive equipment such as stock and machinery. 
The chief sources of short term credit are 
the banks and the merchants. The relative importance 
of these two sources varies with different sections 
of the country. In the North, where tlie farmers as 
a class are prosperous and reliable and where bank-
ing institutions are well developed, banking credit 
is given much more freely than it is in the South 
where the opposite conditions prevail. As a rule, 
however, the farmers short time locms run for longer 
periods of time than .comr:1ercial banks care to make. 
Banks prefer to keep their funds as liquid as possible; 
thirty, sixty and ninety day paper being the most 
desirable forms. The farmers loan must run for at 
least six months and more often a year. It is con-
sequently necessary in many cases for the farmer to 
upon the merchant for credit. It is a common practice 
for farmers to run up book accounts with the merchant 
durinr; the sp-rine; and sun1mer to be paid after harvest. 
This is a very expensive form of credit. The farmer 
pays interest in the form of a higher price for his 
goods. In the South the system is carried to the 
extreme in the store lien system. 11 The custom, 11 says 
'1.,1_::.-< 
Professor Kernf.!:or, 11 is for the farmer to buy supplies 
of the general store on credit for all the year, 
agreeinc to sell to the merchant his cotton in the 
fall, thereby cancelling the debt. A crop lien is 
generally given and the merchant often dictates the 
character and the amount of the plantine. The 
prices paid for cotton under this system are liable 
to be exceptionally low and his supplies exception-
ally high. The systerp. has proved a curse to many 
1. 
sections of the South. 11 0itnesses -before the United 
States Industrial Comr.'.lission estimated the interest 
2. 
rates i~posed by this system at from 20 to 40 percent. 
1. E. ~. Ken~erer, A~riculture Credit in the United 
States .. Amc.Econ.l{ev. Vol. 2, Ho.4. Dec. 1912 .• 
0 U ro Ir l 1 .i.. • J C . . '"") t •.J. • 0. ic ls vr1a . oram1ss1on 11.e11or · X p. 161. 
Lone; term credits on the other hand are 
needed for much longer periods· of time than are 
short term credits; the usual length for ~ong term 
loans being from five to forty years. The sources 
of long term· credits are likenise different. The 
chief sources of long term credits must be ihvest-
ment institutions such as life insurance companies, 
state banks,and trust companies. 
From the above brief survey it is evident 
that these two problems must be treated separately 
and distinctly. A single system cannot be devised 
v;hich vlill solve both. They are essentially differ-. 
ent as regards: (1.) the source of credit funds, 
(2). the length of time for which loans may run, (3). 
the objeGt or purpose to which the funds obtained 
may be applied, (4). the security available as a 
basis for the loans. The first problem has to do 
with the furnishing the farmer rli th investment funds • 
.. ,,r·. 
It shall be the purpose of this paper to 
consider only the latter of these problems, the 
problem of furnishing the farmer with long time 
or investment funds. As a foundation for the 
discussion of this problem it will be necesgary 
to cons'ider; first, the existine; institutions at 
the disposal of the farmer for making long term 
t<:' 
loans or the sources of long term credit; second, 
commission charges and interest rates paid by the 
farmer; third 7 the methods of making loans to farmers; 
fourth, the defects in our present state laws with 
regard to registration and recording of titles, tax;;... 
ation and mortgages, exemptions and redemptions. 
Sources of Mortgage Loans. 
The chief sources of long term or mortgage 
bredit ar~: the individual lender, the insurance 
companies, the banl...:s, the states, mortgage and trust 
companies, and the building and loan associations. 
No statistics are available as to the amount 
of mortgage indebtedness due to individual lenders. 
It is no doubt considerable. The individual lender 
has the advantaee of the outside lender in that by 
personal ~upervision .he can miminize risks and 
avo~d middlemen's commissions. This source of 
credit, however, is by its very nature limited to a 
local field. 
The insurance companies are the most im-
portant single source of farm mortgage loans. In-
1. 
vestigations Dade by the Department of Agriculture 
show that in 1915, 220 of the leading fire insurance 
companies had outstanding loans to the amount of 
:[~eg3, 940, 000 - about one fifth of the total mo rt-
Ga~e indebtedness of the United States, which is 
1. U.S.Department of Acriculture, Bulletin No. 384 
' p~ge 9, July 31, 1916. 
estimated at ~3,598,985,000. 
Earm mortgages, as investments for life 
insurance companies, have been steadily gaining in 
favor in the last few years. However, they still 
2. 
lack prestige that they once held.Mr. Dawson says: 
11 Real estate mortgages were once preferred by all 
American life insurance companies. rlhen carefully 
selected they should cause a loss of interest but 
seldom, of part of the principal yet. le~s frequently, 
and of all the principal never. ~hile a very large 
part of the investments of some companies is yet 
in real estate mortgages and some part of the in-
vestments of all, they no longer occupy first place; 
Several thin~s have contributed to this result. The 
land booms in some parts of the country did a great 
deal to discredit real estate investments of all 
kinds. The slump in land values in some of our 
large cities in 1893 and the next year or so follow-
ing was not without its effect likewise; the gradual 
reduction of returns upon real estate mortgages of 
the choicest character has played a part." 
11 The chief cause of the changed attitude 
of the life insurance compa..11ies, however, is believed 
to be the c;reat increase of their fff-:i.ds and their 
failure to orGanize their investment. departments 
2. Business of Life Insurance, 1905, page 281. 
with the same thoroughness as their agency depart-
ments, for instance. llost of the companies relied 
upon the ordinary local real estate agent to offer 
mortgages and so suffered with other lenders, the 
agent could profit only by securing loans for his 
custorn.ers and. so had an interest in getting them if 
possible. The mane.gers of life insurance companies, 
as the burden of caring for the investments became 
heavier, instead of systematising the work and 
extending the system, drew in their lines and adopted 
a system of concentrated responsibility which called 
for larger loans than the average loan that was 
offered. The result was that loans for less amounts, 
especially in smaller cities, villages, and the open 
country, were neglected, and, while the interest 
realized by the principal companies was tending 
dovvnward toward .4~;~, in many parts of the country, 
East and West, the money famine, as to small loans 
on real estate, was such that from 6)~ to 8%. or more 
could be had on security qui_te as good in point of 
fact as that behind the _best bonds. 11 
The significance of the relative decline 
of land mortcages us compared v1i th other ·securi ti us 
must not be overlooked. It points to a m~terial 
defect in our land credit system, namely, the non-
standardization of land values. Carefully selected. 
mortgages, as has been pointed out, offer better 
security, higher rates of interest for long time 
loans than most any other form of s·ecuri ty. 'rhe 
defect lies in the fact that farm land securities 
are not standardiz·ed. Insurance compa.:.viies have 
not had t~1e organization to inves tie;ate la-11.d values 
in the various sections of the country. They cannot 
afford to make small loans to farmers. They prefer 
to forgo higher interest rates and perhaps better 
security for the r:10re standardized securities such 
as bonds. As a result iJe find insurance compai."'1.ies 
limitinc their operations to sections of the country 
whore agricultural conditions are sufficiently well 
established to furnish adequate security for a fairly 
large loan. The newer sections of the country and 
the small farmer are consequently cut off from an 
important source of credit. 
Tables 1 and 2, followin~, show the relative 
importance of life insurance companies as a source 
of mortgace credit in the various sections of the 
United States. 
In Table 1. it will be noticed that the 
life insurance companies hold nearly one-£ifth of 
the mortcace i~debtedneas of the United States. 
Also, thoy hold but little less than do the banks. 
It will be noted, also, in Tables l and 2, that the 
bulk of the mortgages held by life insurance com-
panies are on lands in uell developed agricultural 
re2ions. Practically one-half of the insurance money 
is invested in the four states of Iowa, Kansas, 
Missouri, and Nebraska. Iowa, alone, holds nearly 
22 percent of the total amount of insurance money. 
Life insurance companies, as a source of mortgage 
credit in the South and ~est, are practically a neg-
lic;ible factor. 
Table 1, showine by Geographical Divisions, 
the Total Estimated Farm Uortga3e Indebtedness of 
the United States, and the .ll.mounts of the Same Held 
or Handled by Insurance C01:1panies or Banl~s. 5. 
I 
Fa'r::n mortgages p.•.,arm mortgages !Farm 
neld by life i~- ~eld by banks. IMort-
Geoc;raphic !Estimated surance conr an1es .1. 2. !gages 
total r:unount !Percent .Amount T ercent lhandl• 
Di vision I farm lof estil 1of es ti.fed_ by 
mortgage I mated p1a ted lbanks. 
!debt. 4. total. total 3. 
United States 
1
3,598,985 693,940 I 19.3 1739,500l 20.6 
1
_86,580 
Ney,r England I 80, 544 I . 106 I .1 j 84, 900I 105. 4j 10 
Lliddle Atlantic 313,150 J 556 .2 · 30,900 9.9 2,040 
:?ast N. ?entral I ~44, 436 121, 075 \ 12 .8 1220, 0001 23 ,3 1123, 360 
)est N.Uentral 1,D75,903 _, 4~6,9~0 1 31.0 1216,4001 15.7 p8~,7~0 South ..t\.tlantic I 153,155 \ l-.J2,9o0 15.0 40,800 26.6 I L,,g~o East S. Central 127,135 2~,8~1118.0 I ~3,600126.~ 4,710 
West S.Central I 299,614 
1 
7.:.,6u5 24.3 ~7,900 9.D j 18,750 
I\~ountain I 101,285 12,535 j 12.4 J 19,~ool 19.5 I 17r300 
Po.cific 203,757 I 14,225 I 7.0 I 65,,.,00132.0 I 17,780 
I I I I I I 
1. Based on reports received (in Oct., 1915) from 220 
life insurance corH.anies comprising five-sixths of tre 
total number in the United States and havine; more ~han 
99% of the total admitted assets. 
2. Estimate based upon reports of banks in the spring 
of 1914. 
3. I 11arm mortc;ac;es necotiated by banks or bank officials as 
ac;ents of other investors. E~3timates based upon reports 
received from banks in spri~g of 1914. 
4. Zstimates based on Thirteenth Census figures, assuming 
that the ratio betvrnen the mortgage debt on farms oper-
ated by their omrnrs and the total value of 2~11 such 
L'vrms holds goocl for tenant farms also. It is possible 
that this ratio may be too high for tenant farms in some 
states, in uhich case the estimates will be too large, 
but even if this .is the case, the figures presented 
have considerable value as representine; the maximun 
amount of farm rnortc;ages outstanding in the census year. 
5. U.G. Depo..rtment of .Aericulture, BULLETIN ITo.384,July,31,1916. 
Tal)le 2. Showing the iunount of FG.rm 1'.~ortgages 
Held by Life Insurance Companies. 1. 
State .. tu-noun t 
Iowa - - - - - - 150,150,000 
Nebraska - - - - - - 66,614,000 
Kansas - - - - - - - 64,473.000 
Missouri - - - - - - 59,699,000 
Illinois - - - - - - 51,046,000 
Indiana 48,789,000 
Texas - - - 37.861,000 
},J:innesota - - - 35, 577, 000 
South Dakota 31,024,000 
Oklahoma - - 29,065,000 
North Dakota - 19,423,000 
Ohio - - - - - - - - 17,073,000 
Georgia- - - - - 15,479,000 
Tennessee - - - 10,674,000 
California~ - - 10,047,000 
Kentucky - - - 7,170,000 
.:":~.rkannas - - - - - 4, 259, 000 
3outh Carolina - - - - 3,884,000 
Montana- - - - 3,518,000 
Llississippi - - - 3,256,000 
Colorado - - - - - - - 3,135,000 
~ashington - - - - - - 3,087,000 
Idaho- - - - - - - - - 2,948,000 
North Carolina - - - - 2,267,000 
Alabama, - - - - - - - 1,771,000 
Michigan - - - - - - - 1,706,000 
Louisiana- - 1 1 500,000 
New Mexico - 1,191,000 
Oregon- -· g-- - - - 1, 091, 000 
Utah - - 86Z,OOO 
Virginia - - - - - - 670,000 
Maryland - - - - - 492,000 
Arizona- -- - - - 376,000 
New Jersey - - - - - - - 222,000 
Pennsylvania - - - - - ~ 206 1 000 
New York 128,DOO 
Delaware - - - - - - 46,000 
Maine - - - - - 15,000 
Nevada - 15,000 
Vermont- - - - - 13,000 
~ussachusetts- -
Connecticut- - -
Nev; Hampshire- - - - - -
Total, United States 693,940,000 
1. Ficures taken from United States Department of 
Asriculture Bulletin No.384, July 31, 1916, page 
lo. D~sed upon reports received from 220 insurance 
companies, comprising 9g5; of total admitted assets 
of coLlpanies in United States. 
The third important source of credit to the 
farmer is the banks. Section 24 of the Federal Reserve 
Act provides that any national bank not situated in a 
a Central Reserve City may make loans on improved farm 
land not to exceed 50% of the actual value of the pro-
perty offered as security and for a period of not 
exceeding five years. The banks' may make such loans 
in an at;6rega te sum equal to 25::~ of its capital and 
surplus and to 33% of its time deposits. It was not 
until after the passage of this act that national 
banks uere permitted to loan on real estate, although 
it v.;a,s not arid is not now an uncornmon practice to 
loan on personal notes secured by real estate • 
.As yet these nerrly authorized loans have not 
become important nor are they likely to. It is not 
the function of commercial banks to make loans on real 
estate. 11 The primary function of cor11;:iercial banks is 
to rnalce possible the employment of capital temporarily 
1. 
out of use. 11 The national banks are not primarily in-
vestment institutions; they deal in commercial funds 
as distincuished from investment funds. National banks 
do and most banks should keep their funds in forms easily 
liquidated. 
1. J.E. Pope, Aericultural Credit In.the United States. 
Q.J.E. Aug. 1914. paEe 714. 
state and savings banks do a considerable 
amount of farm loan business.. Table 1 shows that the 
banks hold farm mortgages to the amount of $739,500,000 
about 20t6 per cent of the estimated total farm mort-
gage debt of the United States. 
An idea of the relative importance of the 
different forms of banking institutions as a source 
of mortzace credit may be obtained from the following 
table. 
Table 3. 
A.mount of Loans Outstanding June 3(j}, 1914, 
In All United States Reporting Banks Secured By Farm 
Mortgages. 1. 
14,512 State Banks - - - - - $258,700,000 
634 1,1:utual ;:)avinc;s Banks- - 88, 100, 000 
1,466 Stock Savings Banks - ~ 81,700,000 
1,064 Private Banks -- - - - - 16,900,000 
1,564 Loan and Trust Companies96,700,000 
7, 525 National Bariks - - ·- - - - - - - -
Total ( 26, '765 Banks) -- - (0542 1 100, 000 
1. Report of the Comptroller of the Currency, 
June 30, 1914. 
The services of the banks as a source of 
mortgage credit are not to be measured entirely by the 
amount of mortga8e loans held by them. Their services 
are much larger. rrhe banks are an important factor in 
that they do a considerable business as the agents of 
correspondents of other investment institutions and 
of private investors. The department of Agriculture, 
Table 1., estimates the total amount of loans handled 
by the banks at ~;p486, 500, ooc... Add_ing this amount to 
the amount actually held by the banl\:S gives qpl,226 7 000, 
000 -- a little more them one-third of the total 
mortgage indebtedness of the United States. 
The investments of the banks in mortgages 
are more widely distributed than are the investments 
of life insurance companies. The banl~s are sea ttered 
over the country and are consequently in a better 
l)Osition to investigate properties offered for 
security and can afford to make smaller loans than 
can the insurance companies. Not-with-standing 
this advantace, houever, reference to Table 1 will 
show that the bulk of the loans made by banks are 
confined to two sections of the United States, the 
Bast !forth Central and the West North Central sections. 
In recent years the mortgage companies 
hcwe become irnporte.nt factors in supplying farm 
credit. They malrn large nurnber of loans either 
directly from their own funds or as agents of investors. 
The large companies generally occupy the position of 
underi::ri ters. On the farmers application for a loan 
the company appraises the land offered as security 
and makes the loan out of its owh resources .. The 
company may then either sell the mortgage to an 
investor or retain the mortgage and issue serial 
bonds against it. 
The actions of the states in making loans 
to farmers have in the past been limited to the 
~aking of loans .to farmers from school funds. Fo~ 
a ~umber of years Idaho, India~1a 1 Iowa, Horth Dakota, 
1. 
South Dakota, Oklahoma, and Utah have made such loans. 
Up to the present time these loans have but slightly 
influenced the raortgage situation. More recently, 
however, a few states, Missouri, Montana, and 
Oklahoma have undertaken comprehensive plans for making 
loans to farmers. Further consideration will be 
glven these plans, later. 
The last important source of mortgage credit 
is the buildins and loan associations. The associa-
tions have made amazing development in many of our 
large cities in the last few years. In some states 
the~r are partially fuJlfiling the function left vacant 
by the life insurance companies the function of 
1. Georce E. Putnam. Acriculture Credit and the Tenancy 
Problem. i~c.Econ.Review, Dec. 1915, page 805. 
making loans to the smaller farmers. In Ohio \":here 
the building and loan associations have made the great-
est headway, these associations had outstanding in 
2. 
1913 farm mort[:age loans to the amount of ~pl5 ,223·1 173, 
as against ~25r455,663 mortgage loans held by state 
and private banks. The total farm mortgage indebted~ 
3. 
ness of Ohio is estimated at $108,000. In the future 
the building and loan associations are likely to 
plo.y an- increasingly important part in the farm 
loan business. As yet 7 however, they have bonfined 
their operations largely to the cities. 
Interest Rates. 
A.n iL1portant problS3m to be considered in 
connection r;i th the credit question is that of the 
interest rates. Current literature is replete with 
wild estimations and gross mistatements concerning 
the sn called usurious interest rates imposed upon 
farmers of the United States, and also between the 
rates paid by our creat corporations whose credit 
·is sBcond only to that of the covernment itself, with 
that paid by.the poorest class of farmers. Such 
comparisons are manifestly absurcl. 
2. 0. C. Lockhart. i11arm Loans in Ohio. Ame. ~con.Heviev1, 
Dec. 1914, page 062. 
3. O.C.LOck.hart. Farm Loo.ns in Ohio •. Ame.Econ.Review, 
Dec. 1914, pace 963. 
What is the interest rate usually paid by 
the farmer in the United states? Is it more than·. he 
can bear? Is it usurious? . Is it highe~ tha~ tha~ 
paid by men in other lines of business? Though these 
are vital q_uestions at the bottom of the credit problem 
they are not easily answered. The varying finanoial 
conditions in the various sections' of the United States 
tocether with the varying degrees of security offered 
by the industrial borrowers, give rise to a wide range 
of interest rates. Until recently no reliable data 
vrn.s available on this subject. Lately, however, 
investigations have been made by the Department of 
Aericul ture at r~'ashington, as well as by individua.l 
investigators. 
The most complete set of data is that 
collected by the Department of Agriculture concerning 
the interest rates and commissions charged by banks 
and insurance comJ_')anies on farm loans. The data, 
drawn largely from the reports received from banks 
and insurance companies in 1914 and 1915, is presented 
in the fol~owing table. 
Table 4., Showing the Average Interest and Commission 
Charges and the Average Term for Farm l\~ortgage Loans 
in the United States. 1. 
Ti1 ... r"'r1 .. "o,,,..+ ri" -;;,-e,~L~oans - c,":.- l l\... ..L v :~ c... ':~.. • 
Geographic Div-
isions and States 
New England. 
Average Int-.Av.annual Int.Hate Av.term 
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1. U. 8. Department of Acriculture Bulletin No 384. 
July 31, 1916. Pace 2. 





























Table 4. Continued. 
·---....-··· F~rm Hortgar::e Loans .. 
Geographic Div- Average Int-I 11.v. annual Int.rate I Av. term 
ision.s and States erest H.ate ••. rcOIT'dI!___ ..E_~~-,9~~ of years. 
2ast S. Central I \ 
Kentucky I 6.7 0.4 7.1 2.6 
I~~~:!~ e e I 887 :. 307 II go:. 657 II 08: :. ; II ~ :. ~7 ... 
i~·: i s s i s s i pp i v ~ 
West S. Central I 
Arkansas · 9. 0 I 0. 6 
1 
9 • 6 I 3 • 5 
Louisiana 8.2 0.4 8.6 3.1 
m:lahome. 6 a 1 s s L1 I 5 L1 
llo~~~:~n s:4 I o:a I 9:6 
1
. 4:~ 
J;;o n tana 8 L1 I 1 6 1 O 4 8 
-3~~~~ne ~ j g ; ~ J ~6: o 1 · i'. ~ 





Nev: r:exico 9. 7 0 .8 10 .5 3 .2. 
p~I;~:na ~:~ II g:~ II g:~ I ~:~ 
Vashington 7~9 0.8 8;7 4.3 
Oregon 7. 7 I 0. 3 
1 
8. 0 3. 2 
California 7.4 0.2 7.6 3.2 
The data presented in the above table may be 
considered as a conservative estimate of the general 
trend of interest rates throughout the country. The 
general interest rates charged throughout the 
United States will probably run somewhat higher than 
those charged by banlrn and insurance companies. Banl\:s 
ctnd insurance companies, as a rule, make loans only 
on high grade security. The farmer whose security 
is not of the highest class often has to depend upon 
other sources for credit and consequently has to 
pay a higher rate than that charged by either lhe 
banks or the insurance companies. 
The important thing to be noticed in Table 
4 is the wide range of interest rates paid by the 
farmers in the different sections of the country -
the lov.r rates in New England, the Middle Atlantic, 
and the East North Central states as compared with 
tlJe hich rates paid in the South Atlantic, the East 
South Central, the ~est South Central, the Mountain, 
and the Pacific States. It will be noticed that the 
rates on these loans vary from 5.3 per cent in New 
Hampshire to nearly do·.~~ble that amount in Nevi Eexico. 
It is to be further noticed that the commission 
charc;es, varying from ·O.l percent to 1.8 as an 
important i tern in cletermininc the higl1er rates in 
tho South and riest. 
The above figures though on the whole 
rather conser~ative may be considered fairly 
accurate. T1he~/ compare quite favorably vli th the 
results obtained by private investigations in cert.ain 
sections of the country. 
Professor Putnam of the University of Kansas 
in 1914 made an investigation of the rural credit 
situation in the state of Kansas. As a result of that 
investication Professor Putnam drew the follov:ine; 
conclusions Yii th regard to long term loans ir.. that 
1. 
State. 
"The rate of interest on Mortcage loans 
varies from 6 to 10 per cent. From the horthern to 
southern counties there is a cradual rise of from 
one-half to one per cent. Likewise, from the eastern 
to the western tier of counties there is an increase 
of approximately 4 per cent. The highest reported 
by vrnstern bankers is 10 per cent, but, on account of 
the heavy expense incident to the granting of a loan 
togethe~ with the fact that the demand for loans 
cannot be fully met, the actual rate is frequently 
usurious. Foreisn capital discretely avoids Restern 
Kansas and the farmer is at the mercy of the lenders 
of local capital. Eastern life insurance companies· 
make extensive loans in only two of the 46 counties 
comprisinc the western part of the state, Barton 
1. lTarm Credit in Kansas. I~mc .Econ.Review, Liar .1915 
page 28. 
~arton and Stafford. 
In the eastern half of the state, life 
insurance companies me.ke mortgac;e loans up ·to 40 and 
45 per cent of the value of farm lands at 5 and 5.5 
per cent. To thin rate, on a five year loan, must he 
added the loan agents commission of 5 percent, r1hich 
J-aakes an addition of l per cent to the amount recorded 
in the mortcaze instrument. In some counties where 
competition is not strong factor the agent's commission 
is much hicher, but in no case does it cause a difference 
of more than 2 per cent between the rate paid by the 
farmer and the rate received by the· insurance company. 
11 Banks and mortgace companies seldom malte 
loans for less than 6 per cent, but with theie in-
stitutions the charge is not over 2 or 3 per cent on 
five year loans. Usually the borrower pays the 
commission at the time the loan is made by ho..ving it 
deducted from the principal. For instance, a com-
mission of 3 percent deducted from a loan of $500, 
maturing in five years and bearing 6 per cent interest, 
leaves tho borrouer a net loan of $485. ~hen he has 
paid interest charges of (p50 per annur:i and repaid 
l1is prLncipal, h~s actual interest charges have been 
G.8 per cont. On larcer loGns a second mort:aze is 
taken for the o.rnount of tr1e comrnission. 11 
A .. more extensive investigation of the subject 
has been made by r~cr. Pope. Mr. Pope divided the. 
country into three sections on the basis of simil-
arity in mortgage conditions, namely, the older 
sections of the North and Middle ~est, the South, and 
the ner:er sections of the ·~iest and the North \'iest. 
1. 
Kr. Pope arrived at the following conclusions. 
"In the most favored sections of the Horth 
the rate is about 5.5;;, plus a 27~ comraission distri-
buted over five years, v:hich makes the cost of the 
loan about 5.9~. The commission covers all expenses 
save tho registration fee. In the less favored 
sections the rute is from one-half to three-fourths 
per cent hicher, that is it varies from about 6.4% 
to about 6.65%. The North and Middle ~est bear 60% 
of the entire mortgage indebtedness of the country. 
"In the South the majority of the.borrowers 
pay 6. 5}~ plus a 27; annual commission, or 8. 5)L This 
section bears about 20% of the total mortgage indebt-
edness of ·the country. 
11 In the ~."Ier:.t and the Northwest the rate is 
about the same as in the South. This section bears 
about 20% of the mortgaGe debt of the country. 
1. AGricultural Credit in the United States. Quarterly 
Journal of Economics, Aucust, 1914. :paze 718. 
"But there are numerous exceptions to these 
sta tern en ts of rates. J,:c:my farmers are able to borrow 
money at from four to five percent while in the Souh 
and the newer section~ of the United States, loans 
not infrequently pay lO~b interest j v1i th the addition 
of a three to five percent annual commission." 
In seneral the following conclusions may 
be dravm as regards interest rates in the United 
States. In the eastern and northern states the int-
erest rates are quite reasonable. The rates paid 
by the farmer are not ~igher than those paid by men 
in other lines of business. Commission charges are 
low, in many states less than 0.1% on long term loans. 
In the South, riest, c:mcl lJorthwest, on the 
otherhand, interest rates are high, in fact in a 
few states they are exorbitant. Few legitimate 
concerns, no matter ·now vvell managed, could pay 
interest rates paid by the farme1'""s in these states and 
make a retnrn on their capital invested. Particularily 
is t~ic t~1e in the South, ~here, as has been ~ointed 
out, many s~nz.11 farmers are slaves to a syster:1 which 
absorbs all their profits and keeps them in a state 
of practical peona~e. 
rrl1e 're:rm of the Loan and the :Sf feet on Interest 
Rates. 
:Ii c:h interest rates are no t the only defects 
in our pre3ent credit system. ·From Table 4, it 
\"Jill be noticed. that the average term of loans to 
far:'.110rs varies in ti1e several states from 1. 7 years 
to 7 years, the general term being two 1 three, and 
four years. Eanifestly this is too short a period 
to serve the neads of the far~11er. The. farmer needs 
loans for·a long period of time -- froG ten to thir~ 
years. The fact that the farmer has to renew his 
loan every fe~ years greatly increases the cost of 
his lo:::.n. It means that new comri1ission charges and 
resistration fees are exacted each time the loan is 
rene\"ied. In the eourse of tv;enty or thirty years 
such renev1al commission anc1 registration fees amount 
to considerable. By doing ar:ay vii th the frequent com-
nission charges and registration fees, 7.5 and 8 per 
cent loans could be fnequently be cut to 6 per cent 
loans. It is t~rns seen how the evil of hic;h interest 
rates are aur;mented by short term loans and coramission 
charc;es. In addition to this, :t,he farmer is often 
dicourv.c;cd from borrovling because of the uncertainty 
of the future of lli.s loan. He has no assurance the.t 
he uill be able to rene~ his loan on anything like 
reasonnble terms at m'1turity. The farmer is unable 
to plan for the future because he has noway in which 
to rletermin9 hov; much interest he v;ill have to pay 
in the future. 
Defects in Our State Laws. 
li1inally, unwise- ·state lee;islation h2;.S done 
a little to prejudice the credit position of the 
farmer. The redemption lav; of Kansas, for instance, 
gives the mortgager v1ho has defaulted on his interest 
pay::.1ents, a period of 18 months after forclosure in 
~hich to redeem his obligations and regain title to 
his land. im e:rnmption lar; in the s2..me sto.te makes 
it possible for a p$rson to o-rm 160 acres of land 
and still be le .. vJ ·..1.oroof aeainst collection of debts Ill (._j 
by his cr(Hli tors. Such larrs as these t:11ough originaliy 
intended for the benefit of the farmer have proved 
otherv;i se. They have impaired the security of his 
mortgace and mad~ it more difficult for him to obtain 
credit. 
Cumbersome regi strati on lavrn have had a 
similar effect~ They not only increase the cost of 
makins loans but they ~rejudice the lender aGainst 
mortc:ace ;.:;ecuri ties. 
·Lastly, the tax lau of several states 
provide for the taxation of fan1 mortcaEes. T£1e 
gener~l tax law of Kansas if not evaded would scale 
dovm the lenders interec t rate approximately 1. 5 per 
cent. In Kansas the interest rate on farm mart-
r;aces is deter;nined lc.rcely by foreign capital which 
is not subject to the tax of Kansas. As a result a 
c;rea.t~ deal of Kc:.nsas ca.pi tal is sent outside the state 
for investment in order to es~ape the mortgace tax. 
1rhe lessened competition amonc the lenders of Kansas 
results in a higher rate of interest. In other 
states where the rate of interest is not determined 
by foreign capital, the amount of the tax is added 
by the lender to the rate of interest and is paid by 
the borrower. 
CHAPTEB. II. 
The Land Credit lleform 1.covemen t in 
the United.States. 
The United States and the American Commissions. 
Land credit as an organized movement in the 
United States dates back to the years 1910 and 1911. 
It would be hardly correct to state that these were 
the bec;inning of the movement for the Rural Credit 
question is an old one. 
Land Credit was first agitated by Senator 
Peffer and others durinc the Populist movement in t~ 
early nineties. Bills for the relief of the farmer 
were introduced in Conzress at that time ~hich read 
1. 
very much like some of the more recent proposals. 
The early acitation however bears no direct connection 
with the movement of today and the only value in 
mentioning· it here, other than passing interest, lies 
in the fact that it pointed to a need -- a need ex-
pressed in a discontent on the part of the asricultural 
classes ~ith the existinG conditions; this discontent 
persists to the present time. 
1. ~; . ..::J...Peffer 1 The Fo..rrners Side. Po..2:e 250. 
The present movement owes it inception largely 
to the work of Hon. David Lubin, United States Delecate 
to the International Institute of Azriculture at 
Rome. Mr. Lubin y;as amens the first to study the 
rural credit systen1s -.abroad and to recommend the 
adaption of the principles there employed to i@erican 
conditions. 
The first official investigation of the 
subject vras made by the Nati.anal Monetary Commission 
appointed in 1907. The Com~1ission collected some 
v2.-1uo.ble information on land banks and coop era ti ve 
2. 
credit systems in Germany and France. 
In 1908 President Roosevelt manifested his 
interest in the problem of bettering agriculture 
con.di tions by appointinc; the Rural. Life Conm1ission. 
This commission recommended, among various things, 
for the bettern1Gnt of corninuni ty life in the United 
States, the adoption of cooperative credit systems 
1. 
by the fo..rmers. 
In November 19ll at the suggestion of 
l,Iyron T. Herrick who \7as at that time United States 
Ambassador to France, the American Banl{ers Association 
o.t its annual meetine; in New Orleans passed a 
1. Senate Document No. 705 1 Report of the Country Life 
Commission. Feb. 9, 1909. 
2. Senate Docunents, Hos. 508 and 522, 6lst Congress, 
second session. 
resolution instructing its Committee on Agricultural 
and Financial Education and Development to investigate 
the general subject of rural finance in relation to 
1. 
conditions in the United States. 
In 1912 PresJ.dent Taft became so well 
impressed with the need of rural credit reform that 
he directed Secretary of State, Knox, to instruct 
the embassies in Germany, Fra.nce, Belgium, and 
Heth.erla.nds to investigate the matter of ·rural 
finance in their respective co'untries. In compliance 
with this request, Eyron T. Herrick, United States 
Embassy at France, submitted a Preliminary Report on 
9 ...,, . 
Land and AGricultural Credit in Europ~. President 
Taft sub~itted this report to the governors of the 
various states together v1i th a letter in v1hich he 
called uttantion to the excessive interest rates 
VJllich the American farmers vrnre paying as compared 
w:i. th the rates paid by European farmers and .American 
industrial corporations. Mr. Taft attributed the 
differenc~ in rates larcely to the lack of financial 
machinery v:hich prevented the farrlrnr from offering 
h:ls securities to the investor in an attractive form. 
1. Herrick ,S; Incalls Rural Credit 1 Preface, page 7 
2. ~.H. Tcft, Letter to the Governors, Senate Doc-
ument IJo. 067, 62nd Concress. pac:e 3. 
~r. Taft closed his tecomnendation that the governors 
make the subject of rural credit a matter of serious 
study and consideration at the next conferance of 
1. 
governors. 
In April 1912 The Southern Cornmercial 
Congress at its meeting at Hashville, Tennessee, at 
the suegestion of David Lubin, held a conference 
on rural credit. At this conference resolutions were 
une..rninously adopted providing for an American Corn-
mission to investigate the systems of rural credit 
in Europe. The Commission was to be composed of 
tuo representatives from each state in the Uriion and 
') 
h.I • 
tuo from each province of Canada. 
In the Presidential Campaign of 1912 the 
mov~ment received the hearty endorsement of the 
Democratic, Republican and Progressive parties. 
Planks vrnre inserted in their respective platforms 
reconunencling the investigation of rural credit 
institutions abroad and the passaee of Federal and 
State laws establishing such institutions in this 
country. -~ili.ile these ex1)ressions of solicitude 
for the welfape of the farmer were doubtless designed 
to c~tch the agricultural vote, they served one 
1. ~i"i • I-I. rr aft , Lett Gr to the Governors , Senate Do -
cument Ho. 9G'7, 62nd Congress. page 7. 
2. l-ierrick & InGalls Hural Credit, Preface, page 7. 
useful i:mrpose - they av1akened a keen interest in 
the United States rural credit and pointed out that 
other and perhaps better systems were in operation 
in Europe. 
President Wilson proclaimed his advo~acy of 
the movement in his inaugural address of March 4, 1913. 
His actions were not confined to words alone for on 
the same day he approved an act of congress wl1ich 
authorized the appointment of a United States 
Connniss ion, com1)osed of not more than seven members, 
to cooperate with the An1erican Commission ass·embled 
under the aus::)icies of the Southern Commercial 
Congress and to investigate and study European Credit 
Systems. The following individuals were appointed as 
members of this commission; Senator Duncan W. Fletcher 
of Florida, Senator Thomas P. Gore of Oklahoma, Cong-
ressman Ralph R. Mose of Indiana, Col. Harvey Jordon 
of Georgia, Dr. John L Coulter, Agriculture expert 
of the Census Bureau, Kenyon L. Butterfield, President 
of the Llas~achusetts Acricultural College, Clarence 
J. Owens, I\:anac;ine; Director of the Southern Com-
1. 
mercial Concress. 
President ·~Elson has further championed 
tho cause in many sulrnequBnt speeches. In one sig-
nificant speech he declc:..recl that "special machinery 
1.Senate Doc.No.380,Part 111, 63rd ConEress, 2nd 
session, pace O. 
and a distinct system of banl:;:ing must be pr~vided 
for if rural credits are to be successfully and ad-
equately supplied •. A goverri..rnent commission is now 
in Europe studying the interesting and hichly 
successful methods which have been employed in the 
several countries of the Old World, and its report 
will be made to Cong~ess at the regular s~ssion next 
winter. It is confidently to be expected that 
Concress will at that session act upon the rec~ 
0L1mendations of this report and este.blish a complete 
and adequate system of rural credit. There is no 
subject more important to the industrial development 
of the United States. Our farmers must have means 
afforded them of handling their financial needs 
.easily and inexpensively. They should be furnished 
these before their enterprises lanquish and not 
afterwo.rds. And they v1ill be.· This is our next 
') 
i<J,. 
great task and duty." 
The President made clear his position uith 
recard to the nature of the legislation which he 
desired to be enacted in his annual messae;e to 
Coneress on December 2, 1913, in the follo~inc words: 
"the farmers,of course, ask and should be given no 
specicl pri velece such as e::tondinc to them the credit 
of the coverrunent itself. ~hat they need artd should 
2. ~oodrow ~ilson. Eoody's ~ag. Sept. 1913, page 135. 
obtain is lec;islation which v:ill make their ovm 
and substantial credit resources· available as a 
fo~ndation for. joint concerted local action in 
their orm behalf in getting the capital they must 
' 3. 
use. It is to this that we should address ourselves 11 • 
The United States Commission appointed by 
President \Iilson, together vii th the American Com-
mission composed of seventy delegates sailed from 
New York, April 26, 1913, and returned July 25, 1913. 
The c;eneral plans for the v:orl<: of the cornmissions. 
were arranged by Hon. David Lubin. The work 
consisted for the most part in hearings and pre-
sentations by experts concerning the organization 
and operation of the various credit aGencies in the 
various countries which \7ere visited by the commissions. 
T11is Yms sup1Jlanted by personal investigations and 
studies by the sub-committees. The United States 
CommiDsion collected a vast amount of information 
and data; some of which is quite valuable but is so 
obscured by a mass of undicested detail that it is 
not very intellizible. On the whole, the reports of 
t l h · ~ · .J. • a~ · · t · · · 10 esi,r1nss an.ct inves vl[c vlons g1 ve ne impression 
that tho in.form2:.tion contained therein vrn,s supplied 
for the most part by friends and supporters of the 
rural credit system in the countries visited. Un-
fa.vorablo critic ism beine; notic:eab,ly lackine. 
3. t:essace, Dec.8, 1913. 
The conclusions reached by the United States 
Commission rrere set forth in two reports; the first, 
1. 
on Land Uortgage or Long Term Credit, and the second, 
on Personal or Short Term Credit. These reports 
contain a brief general analysis and description of 
the essential features of the credit institutions 
~broad uith particular regard to thei~ adaptability 
to i-unerican needs. The Commission vms convinced 
that the basic principles of mortgazc banks were well 
ad::;,i)tecl to meet the long tern need of Arl1.erican Agri-
culture and urged immediate action on the part of 
both the Federal and the state leeislative bodies 
to perfect plans looking toward the establishmertt 
of rural credit institutions based largely on the 
credit institutions of Europe.· 11 Agriculture conditionsn, 
reads the report, "do not vary more widely in the 
different states of our country than do conditions 
in the several states of Europe where banks have been 
successfully operated over lonz periods of time. 
Therefore a careful study of European experience rli th 
rnortge,,.c;c banl:s forces the conviction that the basic 
principles of rriortgace banl:s are V/811 2.dapted to 
meet the neccssi ties of i1..merican .Ac;ricul ture. It is 
a qucs ti on of v;iscly ap1)lyine vrnll es tabli shod prin-
3. 
ciplos rather then of copyinc; methods of orEanization. 11 
1. Senate Doc.No.380,Parts 1 ~ 2. 63rd Congress 2nd Session. 
2. ,, a " n Part III, u u " n 
3. II 11 II It II II . II II II ti 
The com.rnission recommeride.d as best suited 
to ..:\merican needs 11 a bank r:i th a foundation share 
capital limited ta loans on Asricultural real estate 
ni thin a circumscribed area. rrhe mintmum capital 
should not be less than 010,000 with compulsory in-
crease, either by accumulation of s~rplus funds or 
sale of capital stock in proportion to the increase 
0 
>.J .• 
in voluue of business. 11 
In c;eneral, the Commission \72.s of the 
opinion that the banks thus estab1isl.1od should lJe 
und0r li.1ederal rather thc.:,n state control o.nd that 
they should be independent, competitive institutions 
conclu.cted either as private or cooperative enterprises. 
'rlie Commission resarded government aid not only 
un~ise, but unnecessary and antagonistic to the 
spirit of our ins ti tutio:rrn. The Commission further 
pointed out that fo~ the best success of the insti-
tution it was highly desi~able; that the capital 
stool:, the bonds issued by the banl:.:s, and the mart-
caces held by them should be exempt from t~xation; 
that the bonds be made available as security for 
deposits of savinc funds, as lecal investments for. 
funds c~ccurnula ted ·as time deposits in n8. tional bank-
ing associations, and as lecal investments for trust 
fun.els under cl1arLe of the United States Courts; and 
2. Genu,te Doc. Ho.380,PartII, P.15, 63rd Congress, 
2nd so3sion. 
f ina~ly that the laws of the various states govern-
ing rec;istration, conveyance, and foreclosure be 
simplified and that exemptions on farm Dortgages be 
l. 
abolished. 
1J.1he recommend?:. tions of the Commission were 
.embodied in a bill drafted by Senator Fletcher and 
Representative Moss, the chairman and Vice chairman 
of the Commission, and presented to Congress during 
the second session of the 63rd Concress. 
Federal Legislation. 
In the mean time, the q_uestion of land 
credit as a matter for lesislative action had been 
brought up in the first session of the sixty third 
Congress durinc the discussion of the li'ederal H.eserve 
Act. The question uas considered and debated. The 
matter, however, was dropped w1th incorporation 
of Section 24 in the Act and a promise that the subject 
would be civen special consideration under a separate 
act. 
Section 24 of tlie Federal Heserve Act 
provides: 11 imy national bankine association not 
situated in a central reserve city may make loans 
secured by i~proved and unericumbered farm land, 
situated Tiithin its Federal Reserve district, but 
no such shall be r~iade for a lonc;er period than five 
1. Senato Doc.Ho.380. Part II,p.31. 63rd Concress. 
2nd session. 
years, nor for an amount exceeding fifty per centum 
of the actual value offered as security. Any such 
bank may make such loans in an agc;regate sum equal 
to ti::enty-five per centum of its capital and. surplus 
or to one-third of its time deposits a::.1d such banks 
may continue hereafter, as heretofore, to receive 
time deposits and to pay interest on the same. The 
Federal Reserve Board shall have power from time to 
time to add to the list of cities in which national 
ba~cs shall not be permitted to make loans secured 
by real cs tcrte in the man.aer described in this 
1. 
section. 11 
Du~ins the first and second sessions of the 
sixty third Conzress, eighty six different measures 
were i~troduced in Congress providing for some 
form of rural credit. Among the more important bills 
introduced were: .the r"·:oss-]n.etcher bill, the 13ath-
rick bill, and the Bulkley bill. 
rfhe t:oss-:iTletcher Bill. 
Fo1lov.ring tlh; recommendc,tions of the United 
States Cor:m1ission, the Hoss-Fletcher bill i)rovided 
forthe creation of a system of independent competitive 
nationc'.J..l farm land banks under Federal charter and 
control but limitetl in operations to a single state 
Theoe national farm land banks could be established 
1. ~I.n.. 7837. 111 ederal :8.eserve Act. 
by associc\tions of any ten p:ersons contributing the 
required 010,000 capital stock. The associations 
vrnre to be under the direction·of·a special commissioner 
Tiho should preside over a bureau of Farm Land Banks 
to be established in the Treasury Department. The 
banks vrnre emporrnred to receive government deposits 
and do a ceneral banking business as regards their 
deposits and depositors. They uere furthermore 
empovrnred to make long term loans (not exceeding 
thirty five years) upon first farm mortgages. ·The 
amount of the loan vms limited to fifty percent in 
the case of improved lands and to forty percent in 
the case of unirn.i)roved lands, of the value of lands 
so morteaged. It was further provided that each 
such mortgace should contain a mandatory provision 
for the amortization of the loan· by annual or semi-
annual payments on account of principle, provided 
the loan ~as for more than five years. The most 
ir;1portant privilege granted them was the povrer to 
issue debenture bonds asainst the combined security 
of th~ mortc;ages held. An atter.1pt was made to limit 
the rate of interest to be charced the farmer by 
providine that tllc cl1arges of administration im-
posed upon tl10 borrorrnrs shall not exceed an annual 
cllarce of one per cent upon the amount paid on the 
loan; tho. t is, the rate Cl~arc;ed the farmers &hall 
not exceed the rate paid on the bonds by more than 
one per cent. The c~pital stock and surplus and the 
incor:ies derived therefror;i, the mortgae;es ahd deeds of 
trust hold by the bank, and the national land bank 
bonus issued by the . same,. were to be exempt from . 
ta:rn.tion. Tirn bonds vrnre made available as security 
for postal savings funds, as legal investments for 
United States funds, as lecal invest~ent for time 
deposits of national banking associations, and as 
security for loans by national banks to national 
farm land banks under section t\7enty four of the 
Federal r\.eserve Act. 
Extensive hearings were held on this bill. 
It failed to pass, houever, due largely, as Mr. 
1. 
Pope sa.ys, to the impression among. the members of 
Congress that it was not r~dic~l enough to satisfy 
the farmers, that it was a bankers bill drawn in the 
interest of the lenders rather than of borrowers, 
and that it v:as inadequate to afford the needed rel:Bf. 
<? 
~· 
The Bathrick Bill. 
It was claimed by many that the Bathrick 
Bill, introduced at about t:ne sanrn time as the I;;:oss-
Fletcher Bill, better met the needs of farmers. This 
1. A~riculture Credit in the United States. Q.J.E. 
Aug. 1914. pase 743. 
2. H.H. 11897. 63rd Co:aeress, seco:nd Session. 
was indeed a radical measure. It provided that the 
li'ederal c;overnmen t should enter the loan business. 
It authorized the Secretary of the Treasury to borrow 
money on the credit of the United States by issuing 
from time to time registered bonds which were to bear. 
an interest rate of three and one-half per cent. 
The fund so provided was to constitute a loan fund 
from \~:hich the government should make loans to farmers 
upon the security of first farm mortgages. The loans 
were to bear a rate of not more than four and one-half 
percent. They were limited to sfuxty per cent ·of the 
value of the property offered as security. No loan 
was to be for more than ~15,000 or less than 4300. 
The work of making the loans was to be carried out 
through farm credit associations of other designated 
agents acting as agents of a Farra Credit Bureau. The 
ae;ents nere to receive a comnlission of one-half per 
cent on the loans made. 
The strong opposition to the Moss-Fletcher 
bill on tile part of those v1i10 ·favored the more 
radical measure led to the vii thclrawal ·of the L=oss-
li1letcher bill and the substitution of a nevi bill 
known as t:ne Federal iarm Loa."1. Bill or Hollis-
Bulkley bill. 
1. 
The Bulkley Bill. 
T~1e Bulkley bill })reposed to establish a 
1. ii.R. 10478 63rd Congress 2nd Session. 
system for la~1cl banks analagous to t£1at es ta blislled 
by the F1ederal Reserve Act for comr~1ercial banks. The 
administration of the system to be under the con-
trol of the Federal Reserve Board. The country was 
to be divided into twelve districts. In each dis-
trict there was to be established a system of farm 
loan associations and a single Federal Land Bank. 
The National farm loan associations were to be formed 
by any five persons contributing the required capi ta.l 
of $10,000 upon application and approval of the 
National Fr~.rm Loan Commissioner, who was to be 
appointed by the Federal Reserve Board. These 
associations \Vere authorized to rnalrn loans to farmers 
upon first farm mortgages. 
The Federal Land Ba·:nl< was to be established 
by the na tiona1 farm loan associations. Eacl1 
association was required to subscribe for not less 
than ~l,000 of the capital stock of the Federal Land 
Bank. 'rlie Federal Land Bank was required to have a 
subscribed capital of not less than $500,000 before 
beGinning business. In case the bank failed to 
get this amount subscribed, it was to be the duty 
of the Secretary of the Treasury to subscribe for 
the remainder of the stock. TJ.1e Federal Land Bank 
was authorized to buy, at its discretion, the loans 
acquired by the loan associations and to issue and 
sell subject to the approval of the F,ederal Reserve 
Board, ~gainst tl1e mortgages thus acquired, Farm 
Loan Bonds. The bonds were to bear a rate of int-
erest of not more than five percent. The bonds as well 
as the capital stocl< of botl1 the Federa,l Land Bank 
and the loan associations were to be exempt from tax-
ation. The Trustees of savings banks were directed, 
whenever funds should be drawn from postal savings 
depositories for investment, to em11loy such funds in 
the purchase of Federal Farm Loan Bonds in the o:pen 
market if they could be bbught below par. It was 
further provided that, upon appiication of one or more 
of the Federal Land Barih:s and upon recommendation 
of the Federal Reserve Board, the Secretary of the 
r11reasury should purchase 111arm Loan Bonds not previously 
issued or sold, and in an amount not to exceed ~50, 
000,000 during any one year and should pay for the 
same out of any moneys in the treasury not otherwise 
appropiated. 
T~e Bulkley bill was for a time the center 
of th(; mortc;ac:;e credit discussion and debate in 
Congress. It failed houever to meet the approval of 
tlle acli:linistration w11ich v1as opposed to granting 
financial aid by tho Federal government. On account 
of tlle i:1any other measur·es before Congress at this 
the bill was finally dropped. "At length the 
.:;.gricul ture Appropia tion bill came up for consideration 
in the House, Representative Bulkley, in a last effart 
to save the Hollis-Bulkley bill, proposed it as an 
amendment. In this he was partly successful as the 
amendment passed the House Earcr1 1, 1915. l:Ieamvhile 
the EcCumber amendment, also proposed as a rider on 
tl~e Agricultare Appropia ti on bill, had passed the 
Senate February 25, 1915. This measure provided for 
the es ta blishrnent of a bureau in tlrn rrreasury Depart-
ment with power to issue bonds and purchase farm 
mortgages from state and national banks so long as 
its bonds could be dispose~ of at par. No objection 
was wacle to the amendment by the supporters of the 
Hollis-Bulkley bill because they expected the latter 
to be adopted in conference. But owing to the 
lack of time for proper consideration, the two riders 
were stricken out and replaced by a clause author-
izing the formation of a joint conunittee of tv1elve 
members of the Senate· and 1-Iouse. to prepare and report 
to Congress on or before January 1, 1916, a bill or 
bills providing for the establis~nent of a system 
of rural credits adapted to American needs and con-
ditions. Triis action was approved hlarch 4, 1915, a~ 
the joint conuili ttee was in1L1ediately organize(1.. 11 
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Tl1e Sixty Fourth Congress and the Joint Committee. 
The interest taken by Congress in rural cred~t 
during t11e ;:>ixty fourth Congress is well express by 
the headlines of an article on that subject in the 
Journal of the American Bankers Association, "Rural 
Credit Campaigners Introduce . A.va1anch of Bills in 
1. 
Congress 11 • Tllese bills contain a variety of schemes 
ingenious and otherwise for financing the farmer. 
rl1i1e fallowing is a brief' review of some of the bills 
2. 
froLl the Journal of the 4raerican Bankers Association: 
";:)enator Gronna of Eorth Dakota provides for sovern-
ment aid il1 the form of an immediate deposit with 
the National l'1arm Loan Associations provided in his 
bill of ~5,000,000 by the Secretary of the Treasury. 
T1ds is to 1Je increased as rapidly as state loan 
associations are foJ..""med." "In several bills account 
is tal;::en of tJ:1e fact that postal savi:ngs are available 
and subject to tho control of Congress. GovernE1ent 
aid is apparently popular. Several bills provide that 
ti1e Secretary of the Trec.,~sury shall 9.dvance money 
directly 2,.,nd some provide that bonds of the loan 
assoc in. tions s~nall be purchased by ti1 e Treasury. 
Representative Henry of Texas wants the Secre·tary 
Of tile r_rreas Llry to buy 8. t 1 east $.100, 000, 000 0 f 
:farm loans per year. h:r. Doolittle of Kansas vmnts 
1. Jan. 1916. page 568. 
2. Jan. 1916. paGe 563. 
the Secretary of the Treasury authorized to print 
certificates and have these certificates made money 
and ·1egal tender by law.. There is another bill which 
provides for government· aid to workers in bul.lding 
homes. Under this bill the Secretary of the Treasury 
is directed to print legal tender notes to the amount 
of $500,000,000, the notes to bear the words 'Workers 
Home Greenbacks', There are various allusions toc 
the :B1ederal Reserve /~ct. Hepresentative A.damson 
of Georgia, would have the Federal Reserve Ba~cs, 
member banks, or any other bank, empowered to make 
loaris on farm lands. Representative Aiken would have 
national banks authorized to lend money or farm 
securi ty 11 • rrhe above review gives an idea of the 
variety of bills with which Congress had to deal. 
On January 3, 1916, the Joint Committee on 
Ru.ral Credi ts, which had been appointed at. the close 
of the l)revious session to investic;ate the matter, 
submitted the report of its subcommittee on land-
mortgage loans together with a draft of a proposed 
bill. This bill, introduced two days later differed 
slightly from the Hollis-Bulkley bill. It was favorabiy 
reported on by the Senate Cornmi ttee on Banlcing and 
Currency with amendments February 15, and passed the 
Senate with scarcely any opposition }!iay 4. The same 
bfll somev1ha t changed passed the House May. 15, and 
1. 
became a law July 17, 1916. 
1. G.l~.Putnam, The Federal Farm Loan A.et •. Ame .Econ. 
Review, Dec. 1916. page 774. 
State Legislation. 
The prolonged delay on the part .of Congress· 
in arriving at a satisfactory solution of the cred~ 
proble~ resulted in the initiative being taken in 
this field by the state legislatures where, in the 
1914 and 1915 sessions, rural credit was a live issue. 
"That the American states are vigorously atta ... cking 
the agricultural credit problem," says Professor 
Putnam, n1s evidenced by the number of rural credit 
measures which have been enacted int6: law within the 
last two years. No less than seven states now have 
comprehensive laws designed to bring about desirable 
reforms in the land credit systems. In seven states 
there have been enacted laws governing the formation 
and management of credit unions or cooperative credit 
associations. The most important legislative measures, 
however, have been concerned with the land credit 
reform problem. Massachusetts, Utah, and Wisconsin 
have made special provision for the establishment 
of competitive farm land banks under state supervision; 
the New York legislature has provided fat the organ-
ization of the Land Bank of the State of New Yorkt a 
central institution, to be owned and controlled by 
local savincs and loan associations; while Missouri, 
Niontana, and Oklahoma have abandoned all hope of 
solving the rural credit problem through private 
initiative and have adopted modified programs of 
state loans.n. 
"These measures are not altogether dis-
similar. Although there is considerable difference 
in the proposed machinery for administration and 
supervision, all contain plans looking toward a 
longer term of loans, repayable by amortization, and 
the issue of bonds on the collective security of 
farm mortgages. The chief differences are to be 
found in the effect which these measures are expected 
to lr:. ve· upon the farmer-' s rate of interest. From 
this point of view the lavvs are of two fairly dis-
tinct types. One type seeks merely to reduce a 
portion of the waste in the present land credit 
system by improving the method of making loans and 
by giving greater mobility to funds seeking safe 
investment. The other contempla.tes, in addition, a 
material reduction in the farmers rate of. interest 
Bither through the organization of a strong central 
1. 
bank or through a program of minimum state aid.n 
' 2. 
The ~isconsin Law. 
The Wisconsin Law is typical of the state 
laws providing for competitive farm land banl<.:s under 
1. .Ac;ricul tur~ Credit Le~islation and the Tenan.cy 
Problem. G.E.Putnam. Ame.Econ.Rev. Vol.5.No.4. Dec. '15·. 
2. rrhe Banking Lav!S of ·~Jisconsin. Revision of 1913, 
c.666. 
state supervision. This law provides for the 
establishment of land morteage associations by not less 
than fifteen adult freeholders of the state. lhe 
associations thus formed must have an aggregate capital 
of not less than $10,000 divided into shares of one 
hundred dollars each. 
The associations are authorized to make 
loans and to accept as security for any loan first 
mortgages upon agricultural lemds, forest lands, or 
lands occupied by dwelling houses in the state. Such 
loans are not to exceed sixty five per cent of the 
value of improved real estate and forty per cent of 
unimproved real estate. 
The associations are further authorized 
to issue bonds secured by the pledge of the mortgages 
so taken. To secure the payment of such bonds the 
associations are required to pledge and to deposit 
with the state treasurer an amount of mortgaBes and 
notes equal to or exceeding .the agc;regate amount 
of bonds issued or to be issued. The total amount 
of bonds actually outstanding must not at any time 
exceed the total amount unpaid~·u.pon the notes secured 
by the mortgages belonging to the association and 
pledt:;ed for the payment of the bonds, plus such 
moneys and securities as may be on deposit with the 
state treasurer. 
The Ute.h and Liassachusetts Laws. 
With a few minor alterations and modificat-
ions the Wisconsin law was incorporated aimost ver-
batim into statutes of the state of Utah by the 
1. 
legislature of 1914. The same principles vrere in-
corporated into a Massachusetts law passed in 1915. 
These laws do not involve any new principles; 
the only thing to be noted is that each lav1 contains 
clauses regulating the interest rates which the loans 
and bonds shall bear. The Utah law provides that t~ 
rate charged on loans or bonds shall not exceed seven 
3. 
per cent. The Massachusetts law limits the rate on 
loans to six per cent but provides that an additional 
charge on one per cent per annum on the unpaid amount 
of the principal may be charged to apply to the 
administration of the aftairs of the bank. The bonds 
are to bear a rate of interest not to exceed five 
4. 
per cent per annum. 
1. Laws of the State of Utah, 1911 -13-15, chapter 119 
3. Same. Sec. 20 and 31. 
2. Laws of Massachusetts, Chapter 231. 
4. Same Sec. 19. 
1. 
The New York Law. 
The New York law, passed in 1914, provides 
that ten or more savings and loan associationn, the 
aggregate capital of which is not less than $5,000,000, 
may organize and incorporate the Land Bank of N:ew 
York. The bank must have a subscribed stock of at 
least $1,000,000. It is given the power to issue, 
sell, and redeem debenture bonds and notes secured 
by bonds and first mortgages made to or held by 
member associations. 
The system is an adaptation of Lrn German 
landshaften. The land bank is the central cooperative 
organization of v1hich the member savings and ~oan 
associations are the local units. The law does not 
interfere with the us_ual operations of the savings 
and loan associations. It merely seeks to extend 
their field of operations by permitting them to 
cash in their surplus securities at the Land Bank 
and thus provide themselves with funds for further 
loans. It is hoped that this privilege will enable 
them to make loans on farm lands at a very reason-
able rate ancl that the farmers of the various corn-
munities Tiill be induced to join existing or organize 
new associations. The Land Bank is designed to gather 
1. Laws of New York. chapter 369. 
money from outside sources, through the sale of it~ 
bonds Yvhich are issued· ac;ainst the mortgages held 
by the bank and furnish this money to the local as-
sociations for the use of the farmer. Whenever a 
savi_nes and loan association has accumulated more 
mortgages than it can handle it may assign them to 
the Lana. Banlc; when a sufficient amount of such 
securities have been accumulated the Land Ban};: is 
authorized to issue debenture bonds against them. 
The proceeds from the bonds are turned back to the 
savings and loan associations. 
The Oklahoma, Montane., and Missouri laws 
are more radical than any.of the four laws just dis-
cussed. These states provide for at least a minimwh 
of state aid in makine loans to farmers. 
- 1. 
The Oklahoma. Law. 
The Oklahoma la\7 authorizes the cormnissioners-
pf the Land Office to invest certain state educatioral. 
funds in mortcaces on icipr:-oved farm lands.· These 
loans are to be made for a period of twenty three arid 
one-half years and are to bear an interest rate of 
six per cent. \'Jhen the loan is made the borrower 
gives his note v1hich provides for the semi-annual 
payment of four per cent on the full face of the note. 
1. Oklahoma Laws, 1915. Ch. 34. 
f~t each payment, interest at the rate of six per certt 
per annum upon the total unpaid balance is deducted 
from the payment and the remainder is credited to 
the principal of the loan. At the 1end of the twenty 
three and one.:.;.half year period:, the loan is completely 
liquidated and cancelled. Loans cannot be made to 
one individual or family for more than ~?2000. All 
loans must be secured my first mortgage:.,on the farm 
lands upon w:hich the b.orrower resides and holds as 
his homestead. 
For the purpose of providing additional 
funds for further loans to farmers, the Commissioners 
are authorized to sell for not less than par and 
accrued interest all or any portion of the notes and 
securities referred to above. The funds realized from 
such sales are to be loaned to farmers against first 
mortgages. These securities, in turn, are available 
as security against which the Commissioners may issue 
and sell five per cent bonds to secure additional 
funds to make more loans. The mortgages received 
from each series of loans are available for further 
issues of bonds. As Professor Putnam states, 11 This 
would seem to create an almost inexhaustible fund 
provided no difficulty is experienced in floating the 
<) 
~. 
bondstl. rrhe bonds are not subject to the advalorem 
2. Ac~ricul ture Credit and. the Tenancy Problem. Ame. Econ. 
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tax, but the income from such bonds is taxable under 
the income tax law. The bonds are approved as 
security for the deposit of public funds and for the 
investments of trust companies. 
1. 
The Montana Lavr. 
The Montana law provides for the creation · 
of a Department of Farm Loans under charge of the state 
treasurer with the power to issue and sell degenture 
bonds s ecl1red by farm mortgages and to make loans 
to farmers from the proceeds of the same. The county 
treasurers are made the local representatives of the 
depart~ent in the several counties. T1rn department 
in authorized to pass upon applications for loans 
which are rec~ived through the county treasurers. 
No application for a loan for more more than fifty 
per cent of the V:alue of the security offered is 
to be approved. The state treasurer is authorized 
upon the approval of applications for loans aggregating 
$100,000, to issue five per cent negotiable bonds fa-
a like amount. Issues for less than ;?100, 000 ,may be 
made upon the request of a sufficient number of farmers 
of a community at a·rate agreed upon by the farmers. 
The bonds are secured by a first mortgage upon the 
several pieces of property described in the appli-
c2.tions. Each piece of property is pledged to secure 
1. Le..\vs of J.Jiontana. Chapter 28. 
all the bonds in a· particular issue with a provision 
that in case of default by any one of the mortgagors 
th~ property pledged by such mortgagor is sold for 
the benefit of the mortgage; and if the sum realiz·ed 
is less than the amount for which the property shall 
have been pledged.with interest, each remaining piece 
of property is liable for its proportionate share of 
the deficit. 
The loans are arnortiz·ed by semi-annual 
payments of four per cent on the face va~lue of the 
mortgage. One-eight of the amount paid, or less at 
the discretion of the state treasurer, is used to pay 
the expenses of administration.- The balance is used 
to pay interest and principal. The law does not 
state how much of the remaining seven and three-fourth 
per cent is interest and how much is payment on the 
principal. 
The Missouri Law. 
The provision& of the Missouri law are 
summarized by Professor Putnam as follows: nBriefly, 
the law provides for the establishment of a Missouri 
Land Bank, annexed to the office of the state bank 
commissioner, under the direction and supervision of 
a board of governors, composed of the governor of the 
state, the attorney general, the secretary of state, 
the state treasurer and the state auditor. Loans 
varying from $250 to $10,000 are to be made to 
farmers up to fifty per cent of the value of their 
lands for terms of not less than five or more than 
t'wenty five years. An amortization sc~l.eme, borrowed 
with some inaccuracies from the .Credit Fancier~ pro-
.vides for the repayment of the principal within· the 
term of the loan in fixed annual payrirnnts consisting 
of interest, one-half percent on account of the reserve, 
and the remainder on account of principal. The law 
expressly stipulates, i.~., to compiete the purchase 
price of land, 'to pay off existing incumbrances, arid 
to make permanent improvements. Of the total amount 
loaned, 25}~ may be used for the purchase of stock aroi 
machinery. 
The initial working capital of the Bank, 
$1,000,000 is to be appropiated by the legislature 
from the funds in the state treasury. One half 
of this amount ·will be loaned to applicants at a net 
initial rate of 4.3 per cent. Thereafter, capital 
will be provided through the sale of debenture bonds, 
.issued in series of $500,000, and loaned to farmers 
at the rate which the banlc must pay on the bonds. 
Whenever there are deeds of trust on hand aggregating 
$500,000, a new series of bonds will be issued until 
the total issue has reached $40,000,000. Further 
issues may be made indefinitely at.a ratio of $30 of 
bonds to $1 of the reserve. 
1. Acriculture Credit Lezislation and the Tenancy 
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An effort is made to give the bonds a· high 
standing as inve~tment securities. Every series of 
bonds will be secured by a like amount of deeds of 
trust on farm lands within the state appraised 2:::t 
double the face value of the bohds. ·For the purpose 
of insuring careful appraisment, the state is divided 
into districts and an expert appraiser is appointed 
for each district at a salary of $2000. The appraiser 
is to have the coop~ration of local banks in securing 
information relative to the applicant for a loan, and 
the services of state and county officials in passing 
upon title abstracts. These serv~ces are to be ren-
dered v1ithout fee. :Furthermore, the bonds will have 
as security the banl;:!s reserve fund. The board, however, 
has the discretionary power to refund to each borrower, 
who has niade ree;ular payments for at least ten yea:ts, 
the reserve of one half per cent collected on his pay-
ments or that proportion of it which remains after 
chargi:ae; it with its share of ex)ense and loss. Vlhm 
the reserve fund has ·accumulated to an an1ount sufficiently 
large that it will no longer be needed to insure the 
solvency of the banlc, the lee;islature is to provide 
for its repayment to the state. Finally, the bonds 
are exempt from taxation; and in all case~ where the 
law requires a deposit of securities to be made with 
the superintendent of insurance or the state treasurer~ 
the bonds are to be available for that purpose 1 as if 
they vrnre bonds of the state of Missouri 111 • 
Gonclusions. 
With the passage of the Federal Farm Loan 
Act, we find the Federal governJr1ent as i:vell as seven 
of the states embarking upon an enterprise which 
they little understand and cannot well discontinue 
when once underway. 
The most conspicuous feature of this legis-
lation is its haphazard character. The number and 
variety of bills introduced in Congress prior to 
t11e enactment of the Federal Loan Act is evidence to 
the fact that there was not a very clear conception 
among the members of that body as to the manner in which 
it should be solved. The plans and ideas of the 
refoTmers appear vague, unformulated and conflicting. 
They were in accord on but one thing -- that the. 
farmer should have cheap credit. for long periods 
of time and on easy terms of repaJl1lent._ The machin-
ery by which this ·end was to be accomplished was 
the center of much discussion in Congress. Should 
there be a centralized system as proposed in the 
Moss-Fletcher bill or a decentralized system as 
provided in the Hollis-Bulkly, and Hollis bills? 
Should the banks thus established be primarily pri-
vate competitive banks as provided in the Moss-
Fletcher bill, cooperative institutions as provided 
in the Hollis-Bulldy hill, mixed systems as provided 
in other bills, or should the Federal government enter 
the loan business itself- as provided in the Bathrick 
Bill? 
There was but little more unamiminity of 
opinion in the legislative bodies of the several 
states in devising credit machinery. Three finally 
passed acts based upon private enterprise; one 
adopted a purely cooperative system, and three have 
adopted comprehensive systems of state aid. 
Nature of the Credit Problem. 
Much of the difference of opinion as to the 
proper method to be adopted is due directly to the 
fact that the reformers have ftd led to properly 
analyse the rural credit problem. The credit 
problem in the United States is a two fold problem; 
first, there is the problem of furnishing long term 
credit to the landowner for the purpose of improving 
and equipping his farm, second, there is the problem 
of providing lone term credit to the tenant to enable 
him to purchase land. A single solution cannot be 
devised which will serve this double need for the 
interests of the two classes are conflicting. Legis-
lation which will be effective in reducing the inter-
est rate paid by the landowner must be accompanied by 
legislation to provide cheap credit to the tenant, 
otherwise the tenant will be placed in a more pre-
arious situation than at the present. Cheaper 
cred'i t to' the landovmer means si)eculation in land 
and a consequent rise in land values and as a still 
further consequence it will be increasingly difficult 
for the farmer to make a return on his capital in-
vested; it will be more and more of a problem for the 
landless-man to become a land owner. 
None of the schemes introduced in Concress 
vrnre designed to promote ownership. One state alone 
out of the seven which adopted land credit measures, 
has made any distinction between the long term needs 
of the land owner and the tenant. The provision in 
the Oklahoma law fixing the maximum loan that can 
be obtained by any one farmer at $2000 and then only 
on condition that he be a. resident on the land given 
as security for the loan promises to be effective, 
if sufficient funds are obtainabl~ in lowering 
materially 4-T! the percentage of tenancy in that 
state. On the other hand the short cut methods 
adopted by Missouri and Montana, even thou~h they 
secceed in artificially lowering the interest rates 
to all farmers alilrn, '!Nill not better the position 
for the tenant. The defect in both the I~Iissour~ and 
the Montana laws, with regard to this point, is that 
they do not distinguish between these two classes. 
The tenant and the landowner are left on exactly the 
same basis, as before· which means that the landovmer 
rather than the tenants will be the beneficiaries. 
As the final conclusion of this chapter, 
then, it may be stated that if anything is to be really 
accomplished in the way of providing a satisfactory, 
adeqµate, solution of the credit problem in the United 
States, recognition must be taken of the follov1ing 
facts: (1) the rural credit problem is of a t~o fold 
nature, (2) legislation \TJ:hich does not take recog-
nition of the t~o fold nature will prove inade-
quate and unsatisfactory, (3) the solutions for the 
l~nd credit problem as stated, should supplement 
rather than supplant one another. 
CHAPTER III 
Land Credit for Landovn!ers. 
In general the methods which have usually 
been proposed for solving the q_1:J.estion of land 
credit for landowners are an adaptation or a com-
bination of the principles of' the following systems: 
state aid, cooperation, and private enterprise. 
State Aid ~· State Aid in Europe. 
State aid in one form or another has been 
in vogue in Europe, especially continental Europe, for 
many years. Practically, state aid on the Continent 
is nothing more than the extention to the field of 
credit the ideas of }')aternalism and goverrunental int·er-
ferrence which dominate the industrial life 6f those 
nations. Contrary to the common opinion there is 
not a r,~eat deal of state aid to landowners. The 
direct aid is usually designed to assist the landless 
man to become a landovmer, '.l. e., to assist the poor 
peasant or laborer in purchasing a small plot of 
ground. 
The activities of the state in supplying 
credit to the landowner have been confined largely to 
establishine and supervising the credit machinery 
v1here by the individual is able to work our his own 
salvation through cooperation or private initiative 
Gene-rally speaking, the state has either furnished a 
part of the foundation capital or guaranteed· the 
bonds of the institutions established. Frequently 
some special privilege is offered such as a monopoly 
of the business over a certain district. At the same 
time the state exercises the right of close super-
vision over the affairs of the institutions usually 
the bonds must be signed or in some way passed upon 
by an agent of the state before they can be isstled. 
In many cases the principal officers are semi-public 
officials or are responsible to the state. 11 In Austrian 
for example, 11 the mortgage banks are state or pro-
vincial institutions whose bonds are guaranteed by 
the state or province chartering the banks. In 
Hunc;ary there is a compromise between the two prin--
ciples, the state advancing a part of the foundation 
capital, while the founders shares were sold to 
secure additi6nal capital. The control of the in-
stitution rests between those who contributed the 
founders shares and those who make the loans. In 
France, the state gave a subsidy of $2,000,000 to 
the Credit Fancier, and gave it a monopoly of the 
long term morteace business. The remainder of the 
capital, houever, has been raised by sale of stock, 
and in all essential features this bank is a private 
join-stack institution with certain special privileges 
l. 
granted by law." In Germany, the state exercises a 
rigi~ supervision over the officials and business 
operations of all the mortgage credit banks. In 
addition, the state, the province, and the districts 
have created sixteen semi-public non-profit seeking 
mortgage credit banks. The larger number of them 
are organized as jointstock concerns, the shares 
being held by provinces, communes, and public savings 
banl\:s of their localities. They are managed by 
committees appointed by the stockholders and under 
2. 
state control. ~They grant long term reducible 
mortgase loans an~ issue debentures to raise money 
needed for carrying on their operations. These 
debentures have no fixed date of maturity, are dravm 
in small denominations payable to bearer and are 
redeemable at the will of the makers out of the 
annuities received from the borrovrnrs. Their final 
security is the guarantee of the e;overnment and they 
~re used as investments for funds of savings banlcs, 
3. 
insurance companies, and all kinds of trustees. it 
1. Report of the United States Commission. Senate Doc, .. 
No.380, Part II p. 22. 63rd Cong. 2 Session. 
8. Herrick and Ingalls, Rural Credits, p 94. 
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The general attitude in European countries 
tovmrd direct state aid for the landowner is one of 
opposition. Even direct aid to cooperative societies 
and tenants have not passed without criticism. The 
general criticism urged everywhere against the s-tate 
aid is that it deadens the spirit of enterprise, whether 
the borrower be a cooperative society, a private 
company, or an individual. 11 In the fev1 countries where 
the associations depend on charity or state aid, the 
members lack private initiative, and are inclined to 
look upon donations and appropiations as gratuities 
not to be repaid even by thanks, and are ir: constant 
1. 
need of new benefactions to lrnep them together. 11· "Not 
only, 11 §ays 1vir. Pope, 1tdaes the financial aid tend 
to demoralize the i!ldi vi dual hu.t in the long run it 
dries up the source of credit. This is the testimony 
of most of the Europeans who have given their lives 
to the solution of the problem of agriculture credit~ 
Some at first advocated state aid, but w~en confronted 
with its results, they became ardent opponents~ In 
response to appeals from leaders of the cooperative 
movement, for exami)le, the Prussian government es tab--
lished the Prussian Cooperative Bank, but despite 
the excellant manacement of the bank, it soon became 
apparent, that it was stifling the cooperative credit 
1. Herrick and Incalls. Rural Credits, p. 261 
movement 7 and the_ latter has for a time been trying 
to shake itself free from the Banks grasp. ---------
At the International Cooperative Congress in 1894, 
the question of state subventions received much 
attention. A.few extracts will show the drift o:E 
the statements made on that occasion by the European 
_leaders. Dbctor Alberti of Germany declared 'Ev~ry 
manner of subvention by the state must be rejected. 
And my opinion supporting this argument is based on 
forty years e.:;cperience.' Herr· von Elm expressed 
strong objection to state aid and said that the state 
should confine its efforts to education and emanci-
patine laws, and that it should, •give the agricultur-
alist elbow room and let them alone. 1 M. Furedi of 
Hungary stated, 11 In spite of state aid lavished on 
the central credit organization, the rate of interest 
is 7 to 8% for money advanced by the state gratis 
out of taxes'; a:ra.d Doctor Karacsonyi, also of Hungary, 
declared, 'There are no successes to be put to the 
credit of state aid. Money so lightly got is a pro-
ducer of extravagance' Similar utterances came from 
Warbetz of .Austria, and from Chiousse and Durand of 
1. 
I~rance. 11 
State Aid in Australasia. 
State aid has been granted quite liberally 
in Australia and Ney; Zealand for the purpose of en-
1. 1\.r,riculturel Credit in U.S. Q.J.E. Vol.28,Aug. 
1914. pp. 73£'-740 
couraBe closer organization of the settlem~nt~ The 
most serious problem with which both of these. countries 
have had to deal with is the problem of land monopoly. 
The seriousness of the land monopoly, in the colonies 
of New South Wales, Victoria, New Zealand, and South 
Australia, at the time of the inception of the move-
ment for stata aid, is indicated by the fact that 
about 2,100 propietors (companies and persons) held 
2. 
about 43,000,000 acres of land in freehold. 
One of the earliest measures adopted to 
breal( this land monopoly was state aid to settlers. 
The idea was to stimulate settlement by giving 
financial aid and inducement t© small farmers and 
settlers. Acts providing for state aid to farm-
ors were passed in nearly all of the provinces. 
The State Ad~rances Act of ~·lestern Australia in 
1894, f1,mended in 1896, The Agricultural Bank Act of 
Queensland in 1901, The Advance to Settlers A6t in 
New Sou th \'/ales in 1899, the Savings Bank Act of 
Victoria 1890, e.nd The Home Colonization Act of New 
Zee.land were all designed to break. up the land 
1. 
monopoly. 
For the most part, the 8eneral provisions 
of these acts are similar. Briefly, they provide 
for the creation of boards or commissions through 
v:hich long term loans may be made to farmers for the 
1. Herrick and Ingalls. I\ural Credits, pp.194-194 
2. VJ .P .Reeves. Land Taxes in Australasia, Econ.Journal 
Vol. 21, Dec~ 1911, p. 515 
purpose of b't;t:ying land and stocking or ·improving their 
farms. The funds for making· loans are raised through 
the issue and sale of govermnent bonds. The loans 
thus made bear a low rate of interest and are repay-
able in installments. 
It is difficult to appraise the value of 
such laws. One thing is certain, however, they failed 
to break up the land monopoly. Land values which 
were e.lready s·0 eculative investments became more J:: 
desirable. Land values increased considerably. It· 
became increasingly difficult for the small farmer 
to enlarge his holdings. The aid thus given appar-
ently only served to augment speculation and conse-
quently increased the evils \7hich the laws vrnre designed 
to combat. · 
Concerning the workings and results of the 
Larid for Settlements Act in New Zealand, Le.Rossignal 
and Stewart in their work, "State Socialism in New 
1. - --
Zealand" have the follov1ing to say: 11 The difficulties 
in the vmy on continuing the policy of purchasing 
large estates are increasing year by year. There 
has been during the recent years a marked rise in 
land values due partly to high prices for staple 
products, such as wool and mutton, partly due to 
building of railways and other public works, and 
1. Herrick and Ingalls. Hural Credits, page 44. 
partly to the State's entering the market as a large 
buyer of land. The result has been a boom in land 
values. Every year it becomes more difficult for 
the s-ta te to bµy land at a price v1hich will allow 
of subdivision and leasing at rentals which the 
tenants can afford to pay. So the state cannot go 
on indefinitely investing millions:; in land and 
remitting the greater part of the rents abroad 
by way of interest. 11 1. 11-Summing u~:r: the land-for-settle-
ments policy, it may be said that while it has 
placed many settlers on the land it has done so at 
Pt great cost and at a great risk to the community. 
For these reasons the state has recently turned its 
attention to another method of inducing subdivision 
the progressive taxation of large estates. 11 
It is thus seen, because of the failure of 
state 2 .. id in breaking up the land monopoly,. the 
state has undertaken to combat it from another angle, 
namely, taxation. The provinces of New Zealand, New 
South 7/ales, Victoria, South Australia, and Tasmania 
have all adopted progressive land taxes. There is 
little doubt that if this policy is pushed far enou~h 
it will not take long to relieve the monopolistic 
conditions, but it is not the purpose of this paper 
to take up the question of progressive land taxes. 
From the experience of ;rnstralasia it 
would appear that the justification to be urged for 
state aid to landowners lies in the fact that it 
might hasten the d-ay in which other forms· of 
legislation would be adopted
0
which would successfully 
combat the evil of tenancy~ However, to augment 
an -evil. by one set of legislation in order that it. 
mµy be abolished by other more drastic legislation is 
a doubtful, if not dangerou~, expedient. 
State Aid in th0 United States. 
State Aid for land ovmers in the United 
States in practically unknovm. The rural credit laws 
recently enacted by Missouri, Oklahoma, and Montana 
mark the advent of state interference in this field. 
More recently the movement has been cut short by 
the failure of the Missouri electorate to ratify 
the rural credit law of that state in the recent elec-
1. 
ti on. '..Of the other tvro laws, the Oklahoma la:w 
is designed primarily for the benefit of the tenant 
and will be considered in the next chapter. The 
Montana lay; has not met v:i th the success fts origin-
ators expected. Apparently the farmers do not care 
to pledge their property to secare loans, the secur:ity 
of which, they know little or nothing about. 
The Federal Farm Loan Act provides for 
state aid in establishing the Federal Fe.rm Loan 
Banks in case the capital is not otherwise sub-
scribed. The i'i.ct provides that if thirt~"' days after 
opening for subscriptions for capital stock any part 
of the minimum of ~?750 ,000 remains unsubscribed, the 
Secretary of the Treasury shall subscribe for the 
2. 
balance on behalf of the United States. The purpose 
1. At the time of the passage of the law there was 
some doubt_l~_its constitutionality. To avoid 
any such d~ it was p~ovided that the lavf 
should be submitted to the voters o'f the state under 
the initiative. 
2. Federal Farm Lo.an .:.\.ct. 
of this pr6vision is to insure the creation of the 
proper credit machinery. 
In conclusion, it would seem that if the 
ex1)erience of Europe and Australasia is worth any-
thing, the United States had better go slow with 
state aid. State aid in the last analysis is a 
subsidy and should be used very discriminately, if 
used at all. Experience has shown that state aid 
tends to deaden the spirit of enterprise and self-
help. It tends to lessen the farmers dependence 
upon himself. Such a system is utterly wrong. It 
acts as a subsidy, when once begll.n it cannot be 
discontinued without interferring with. economic 
conditions, after doing injustice to many ·who have 
not benefited by the subsidy. As Mr. P.W. Goebel 
says; "the only efficient help for the farmer is 
self-help and the only real help the state or govern-
ment can give to the farmer is thro1J.gh helping him 
1. 
help liimself 11 • 
1. Economic V/orld, April 8, 1916. p.468 
Cooperative Credit. 
Cooperavive credit is on~ of the oldest 
forms bf land credit. It is bc~t typified in the 
Gorman system knoYm as the Landshaften. 
The landshaft is an association of land-
owners organized on a cooperative basis for the 
purpose of procuring loans for its members by the 
issue of debenture bonds against the combined 
security of the lands offered by its members, 
The first landshaft was created in 
Silesia by a cabinet order issued by Frederick the 
Great in 1769. The purpose of the institution was 
to relieve the distress and poverty which the ldnd-
owners and nobles of that province were enduring as 
a result of the Silesian wars. Many of the hobles 
were in a state of bankruptcy.; with their lands 
devasted and credit gone, they had little means 
with v:hich to pay the heavy taxes v1hich were being 
imposed up on th em. ll'red eri ck the Great so ugh t to 
releive their financial embarrassment and strengthen 
their funds by compelling them to join an association 
which should borrow funds upon the combined security 
of the lands of all the members and reloan these 
funds to its members at cost .. This was accomplished 
by an order which blanketed all the rural lands of 
the nobility and gave the association a perpetual lien. 
upon the lands as security for any debentures it might 
issue, decreed· that all the noble farmers of that 
district to ·be members and enjoined them to assemble 
and complete its organization. 
The association was orgainzed in 1770. It 
proved so effective in relieving the credit situation 
in Sliesia that its principles were shortly adopted 
in other provinces. Between 1770 and 1790 land-
shafts were established in five Prussian provinces. 
These early landshafts appraised all the lands 
within their respective jurisdictions, too mortgages 
from members who wished credit and gave them debentures 
in exchange. 'fhey did not 2yttempt to alter the relation 
between the borrower and the lender. Practically 
the only advantage which they offered was that of 
collective bargaining and the exchanging of a widely 
known credit instrument for an individual, or little 
l:novm credit instrument. T]1e association acted as 
an intermediary betvrner:i the borrower and the lender 
to see that the mortgages and debentures were·:p;ro-
perly executed and to enforce the collective liability 
of the members on default. The bonds were guaranteed. 
by specific mortgages, the membership was limited 
to the owners of large estates, and there were no 
})revisions ·of any sort for amortization. The system 
proved quite successful. in hard years when J:FlOney 
from other sources was s-carce, but in prosperous years 
when money from other sources was plentiful the land-
shafts suffer periods of depression. 
Because of limitations and defects the land-
shaft principle did not become popular for many years,~ 
It was not until after reforms were introduced in 
the early eighties which extended the membership to 
small landovmers, and extended the advantages to 
be offered, such as; repayment by amortization, col-
lective security of the debentures, unrecalable loans, 
and limitation of liability, that these associations 
became important sources of mortgage credit. Betvveen 
1825 and 1896, seventeen associations '\V.ere organ-
ized in the various provinces of Germany. Today 
there are in Germany twenty three such institutions 
with outstanding mortgages amounting to about 170, 
1. 
000,000 pounds. 
Structure and Orsanization of the Landshaft. 
The structure and organization of the various 
lands11afts are similar only in general principles. 
The structure of each is devised to meet the needs 
and conditions of the district in which it is located. 
1. J.R.Cahill Acricultural Credit and Cooperation in 
Germany. f3en.Doc.No.17. Vol 3, 63rd Congress. 
2nd Session. p.38. 
Some are much larger and therefor much more complex 
and highly organized than others. It will be sufficient 
for the purpose of this paper to consider· only the 
general principles vvhich are common to all. 
The area of operation of the landshaft is 
generally limited, though not necessarily so, to a 
single province. The nature of the landshaft organ-
ization does not seem to admit successful operation 
over too large areas.. The areas covered are usually 
divided into districts and sub-districts ~ith inde-
pendent directors and managers over each. 
The associations are decentralized institu-
ions under the supervision of the minister of Ac;ri-
cul ture or a royal commissioner of the Croi.m. The 
government supervises the business a,pera ti on of the 
association, confirms the appointments and elections 
of officers and the articles of the association. In 
fact many of the associations are semi-public institu-
tions -r1i th officials ranldng as semi-state officials. 
The business of an association is carried 
out bya board consisting of a general director and 
other members elected from the different districts, 
and one or more non-voting members called eyndics. 
The latter aro paid officials. It is their duty to 
conduct the lecal business of the association, adjust 
claims, cancel mortgages, supervise reports 1 and act 
as general advisors to the other members of the board. 
Besides the central board of directors, there 
are local boards elected from the various divisions 
of the association. They are members of the valuation 
and revision committee~. They pass upon application 
for loans, execute loan contracts, receive payments 
from borrowers, and bring necessary proceedings 
to enforce recovery.in case of defaults. It is their 
duty to report any irregularities and circumstances 
which tend to impair the value of the claims of the 
association upon property mortgaged. 
A further decentralization is found in the 
district committees. These are elected by the sub-
districts. Their business is to assist in making 
appraisals and to report any delinq_uincies on the 
part of the borrowers in keeping up the value of their 
property.· 
The supreme authority in the landshaft is·, 
the general assembly composed of representatives 
elected by the members of the various sub-districts. 
It convenes only on extraordinary occasions such as 
to consider changes in the constitution or to borrow 
funds for the association. 
Between the zeneral assembly and the direct-
otate, there is a council of administration which is 
a standing representative of the ceneral assembly. 
The meetings of this body are held once a year, at 
which time reports are made concerning the valuations 
and loans made durinr the year, bonds issued and re-
deemed, the state of reserves, and the rate at \7hich 
bonds are to be issued for the following period. 
Capital. 
The land shaft has, gen-.erally speaking, no 
capital, that is, money capital. Its only capital is 
the mortgages i.7hich it holds, against r1hich it issues 
its bonds. T~e landshaft does not furnish the 
borrower with funds but instead furnishes him with 
bonds. These bonds the borrower takes out and sells 
to his banker. More recentlj, the competition of 
the joint-stock banks have made it necessary for the 
landshafts to establish banking departments where 
the borrov:er may find a ready :narket for his bonds. 
T/iembership. 
1.:embership in the landshaft is open to 
ever.;'r desorvilw· farmer Tesident within the area of .._, ' 
operation of the association, provided he ovms 
aGricultural lands of the size and value perscribed 
in the laws. Liability for the obligations of the 
association runs only a6ainst those who have borrowed 
from the association. The extent of this liability 
varies with the different associations. In some it 
covers a.11 the real estate v;hich the members nay 
possess; in others, it extends only to mortgaged 
property, no other property owned by the nembers 
being subject to it. The mutual liability also is 
frequently limited to a percentage of the loans of 
its members. Some of the new landshafts have done 
away with the mutual liabilitj altogether~ Each member 
is held to pay his own loan and is not bound to stand 
guaranty for thbse of others. The losses in these 
associations are met out of a guaranty fund created 
by extra contributions or entrance fees paid by their 
1. 
members . 11 ; 
Loans·. 
The land~haft will loan up to fifty or 
sixty per cent of the value of the lands mortgaged. 
The owner applies to the office of the landshaft in 
the district in V1hich his property is located;. after 
his eligibility is properly determined by the board 
and approved by the permanent committee, the property 
is appraised. After the appraisal has been passed 
upon and approved by the local board and the direct-
orate, bonds(eq~al in value to one-half or two-thirds 
of the value of the mortgaged lands) are issued and 
are then turned over to the borrouer. The borrower 
may diopose of the bonds himself or, in case the 
landshaft conducts a bankins department, he may turn 
them over to that department which may sell tham as 
an agent of the borrower or it may make him an advance 
upon the bonds. The rate which the borrower has to 
pay on his loan depends upon the kind of bonds he 
selects. The intending borrower has the option of 
choosing three, three and one-half or four per cent 
bonds. The bonds are sold on the open market at the 
current rate. Frequently the bonds sell belov1 par 
which raeans that the bor~ower receives less than the 
mortgaze abligation and is consequently paying a higher 
rate of interest than·appears on the face of the 
mortgage. 11 The three and one-half per cent bonds are 
at the present time the most numerous. In 1914, 
they were selling at 95 to net the investor about 
3.7%. Adding to this one-half percent for the cost 
of administration and a smaller amount for reserves, 
the rate paid by the farmer at that time was betueen 
1. 
4 and 5.5 per cent. 
Bonds. 
Landshaft bonds ~re issued in denominatiom 
varyinc from 3 to 250 pounds and with interest rates 
2. 
varyins from 3, 3.5, 4, 4.5, to 5 per cent. In the 
becinning the bonds were secured by mortgages up9n 
1. J.E.Pope, Agricultural Credit in the United States. 
Q.E.J. Vo. 28, No.4. Aug. 1914, p.731.' 
2. J.R.Cahill, Agriculture Credit and Cooperation in 
Germany. Sen. Doc. No.17. Vol.3. p.50. 
specific property and guaranteed by the associations, 
but since the middle of the nineteenth century this 
system has been abandoned and the bonds represent 
claims upon the association and pot rights against any 
specific property. The old bonds conferring specific 
cl2.ims have been B.lmost entirely \Vi thdravnn from cir-
culation. Conformity between the amount of bonds 
outstanding and the mortgage claims is strictly main-
tained. The bonds do not become legal instruments 
until they have been duly approved by direbtorates 
or the boards of supervision, it being incumbent 
upon them to inspect the public registry of titles 
and see that all bonds issued are secured by a like 
amount of mortgae;e claims. Likewise the mortgage 
charges can be cancelled only upon due proof that 
bonds of like value have been vri thdrawn .from cir-
culation. In this manner the relation of equality 
is constantly maintained between the amount of bonds 
outstanding and value of mortgage securities • 
. A.mortiza ti on. 
The borrower repays his loan on the amort-
ization plan, that is he pays the interest of his 
loan and a certain percent of the principal each 
year so that by the time the loan matures the debt 
is entirely wiped out. Usually, the borrower pays 
an annuity in half yearly installments v1hich remain 
the same as long as he is indebted to the association. 
The annuity is divided into three portions. The 
first portion is used to meet the interest on the loan; 
the second portion, ·which usually amounts to one-
fourth per cent, is set aside to meet the running 
expenses of the aBsociation; the third portion, usually 
one-fourth percent or one-half per cent, is turned 
over to a sinking fund together with other payments 
the borrower may have made, This fund is used to 
fetirB outstanding debentures. The borrower is given 
a share in the sinking fund. When his payments plus 
his portion of the profits in the sinking fund equal 
his loan, it is considered paid and his mortgage is 
cancelled. At the same time by continually investing 
the accumule~tion of the sinl;;::ing fund in debentures, 
the conformity betvrnen outstanding loans and out-
1. 
standing bonds in kept constant. 
The landshafts have proved very successful 
in supplying the credit needs of the farners of 
Germany. They have done much to stimulate and 
develop agriculture. They have done as much as any-
thing else to develop the sturdy, industrious peasa11..try, 
by enablinc tenants o..nd laborers to raise themselves 
to the position of small landovmers, and there is 
nothing so conductive to industry and contentment as 
1. Herrick and Ingalls, Rural Credits. p.85. 
private ovmershilJi in land. The system has proved 
so successful in Germany that its basic principles 
have bec:n adopted in a number of other European countries. 
Cooperative Credit in the United States. 
The United States has had but little or no 
experience ';1ith cooperative credit. The Land Bank 
of Hev:r York represents the first attempt to super-
impose the landshaft principles upon ~nerican fin-
ancial institutions. As explained in a previous 
chapter the Hew York Land Bank is a super-structure 
erected upon savings and loan associations, designed 
to gather money from outside sources and furnish it 
to the savings and loan associations for the purpose 
of rnaking loans to farmers. Al though the required 
capital stock has been subscribed it doesntt appear 
that the bank has been called upon to do much business. 
The first wealmess lies in the fact that the local 
units of thiscooperative system -- the saving and 
loan associations -- have very fev1 farmers as members. 
The machinery of the saving and loan associations is 
not adapted to the needs of the farmers. A fev1 
cooperative societies have been organized and s~c­
cessfully operated in this country in certain com-
munities where the population is largely foreign, 
but the experience of the United States, as a whole, 
has not been favorable to cooperation. As will be 
shown later, cooperation is not well adapted to the 
American practices and needs. 
Private Initiative. 
The inportance bf private instittitions in 
supplying credit to landowners is best shown by the 
Credit Foncier of France and the Joint stock coE1panies 
of Germany. These institutions are worthy of con-
sideratioti because they show that the principle of 
long term mortgac;e loans repayable by amortization 
can be worlrnd out under private ini tia ti ve, as vrnll 
as under cooperation or state aid. In France, the 
Credit Fancier furnishes nearly one-third of the 
mortgace credit of the state, while in Germany, the 
joint-stock mortgage banlrn have proved thei_r ability 
to compete successfully with the old well established 
landshafts. 
The Credit Fancier. 
rrlle '.~redi t Foncier is a joint-stock company, 
ore:anized for the purpose of making loans to land-
owners "repayable either at long term by annuities or 
:;..t ;>hort term Y.ri th or ':Iithout a1-:lortization and to 
create and issue debentures to the amount of loans 
1. 
granted". It is unlike a landsl1aft in that it is 
an orc;anization of lenders of capital rather than 
an of borrowers, a profit seeking rather than non-
1. Herrick and. Ingalls. Rural Credits, p.117. 
profit seeking institution, and a centralized rather 
than a decentralized system. 
The Credit Fancier was organized in 185a. 
It rms e.lmost immed.ia tely plc:.ced under government 
control and given ( in addition to a monopoly of the 
land mortgage business of that state for twenty five 
years) a subsidy of $2,000,000. 
Administration. 
The administrative organization consists of 
a president, two vice presid~nts, a board of diPectors, 
auditors, and a general assembly. The state exercises 
a measure of control over the administration of the 
institution througi;. the poYrnr to appoint from the 
stockholders the president and the two vice-presidents, 
and from the Ministry of Finance, three of the board , 
.. I.; • 
of directo:cs. 
Capital. 
rrhe capital stock of the institution is 
now ~p45, 000 , 000 but it may be increased to ~;150, 000 1 000. 
It is divided into 500,000 non-assesable shares of 
$100 each. The cwJital is designed mainly as a 
guarantee of the debentures and is kept in quick 
assets one-fourth must be kept in government 
bonds; one-fourth is re1)resented by companies office 
buildincs or securities used as collateral of the 
1. Horric~:: and Ingalls, Rl:.ral Credi ts. p .114-115. 
Bank of France; and one-half is available for loan 
2. 
operations. 
Five per cent per annum is allovrnd to shn.re-
holders out of the earnings; ;after thi's dividend is 
paid the board of directors must then set aside from 
five to twenty ~er cent of the remainder for an ob-
ligatory reserve. The board may then provide for 
whatever special reserves it sees fit, after which 




Acricultural loans are made only upon first 
mortgages and· only upon property producing a certain 
and durable income. No loan is granted for more than 
fifty per .cent of the value of the land mortgaged and 
in case of properties which are subject to easy de-
preciation such as forest lands, vineyards, nurseries 
and the like, one-third is the maximum. The loans run 
for a period of from 10 to 75 years and are repayable 
by amortization. The borrower contracts to pay in 
advance every six months, a certain fixed annuity. 
The rate of the annuity_ is computed upon the amount 
of the loan, the length of the credit, and the rate 
of interest. It is ~wrked out in such a manner that 
2. Horri clc and Inealls, Rural Credi ts. p 116. 
3 • II 11 II. If U II 11 7 • 
when the loan matures the entire debt is wiped out. 
The borrower, however, cannot obligate himself to 
pay an annuity in excess of the revenue of the mart-
gaged property. This last provision is not to be 
construed to keep the borrower from mal\:ing advance 
payments on his loan. Such pa:yments can be rnade at 
any time. 
As lone as the borrower kee1Js his engagements 
his loan is unrecallable. If, however, he defaults 
on his annuity payments, fails to keep his property 
in repair, or in any other way fails to keep his en-
gagements, his property may be sequestered by the 
company and the receipts tal-cen to make pa::;wen ts on 
arrears or to make any necessary improvements and 
repairs. Property may after fifteen days notice 
be sequestered by an order of the court.· If the 
arrears cannot be met by this method the property 
may be taken over by the company and sold, This 
process is known as expropriation. It requires only 
one month. All disputes over matters of fact are 
summarily dealt with. The books and records of the 




Before granting a loan the Credit Fancier 
makes sui"e thct t the title is clear by a. sumr:-iary 
1,. Herrick and Ingc.,lls. Rural Credi ts. p .120-122. 
process called purging. This is a very important 
I 
and necessary priv~lege for the success of the insti-
t'lll.tion.- .. A.f.ter making sure that the land is clear of 
all registered claims, it starts a process to make 
sure that it is clear of all hidden claims. Notices 
are officially published calling upon third parties 
to present their claims. If no claims are presented, 
third parties are thereafter debared from making 
claims against the property. If claims· are presented 
the company may at its discretio~ oppose them and 
call upon the ovmer to pay the cost of the suit or 
it may reject the application altbgether. This 
process has proved very effective and inexpensive 
method of clearing titles; it takes only about three 
2. 
weeks and costs about one dollar. 
Bonds. 
The Credit Foncier possesses two sources ~ 
funds from which to make loans; namely, one-half of 
the capital stock of the institution and the issue of 
debenture bonds. Since the first source is fixed 
and necessarily quite limited, the chief source of 
funds in throuch the issue of bonds. 
Like the landshafts the Credit Fancier has 
the priv~lege of issueing bonds acainst the joint 
2.Herrick and Ingalls. Rural Credits. p.121. 
socuri ty of the mortgages which. it holds. The bonds 
are negotic: .. ted only after the loans have been :rµade 
and are recallable by lot as the loans fall due. At 
no time can the amount of bonds outstanding exceed the 
amount of loans outstanding. The bonds have no fixed 
date of maturity. Every six months a drawing is 
held and bonds are retired by lot to an amount equal 
to the loans which have fallen due during that period. 
By annexing a system of lottery to the drawings a 
SJeculative value is given the bonds which adds not 
a little to their attractiveness as investments. In 
some of the issues the debentures upon being retired 
may receive in addition to their face value, premiums 
varying from $200 to $40,000. In 1911, there were 
1. 
4362 chances outstanding amounting to ~p2 , 842 , 000. 
1. Herrick and Ingalls. Rural Credits, p. 125. 
1. 
The Joint-Stoclc Banks of Germany. 
In Germany, private enterpriSE' ·:is well 
represented by the joint~tock mortgage banks. There 
are at the present thirty seven such institutions 
organized for the purpose of lending money on mortgage 
security. Although the joint-stock mortgage banks. 
are private institutions modelled upon the Credit 
Fancier, they represent a decentralized rather then 
a centralized system. Each bank is free to extend 
its operations over· the whole Empire. The joint-
stock: banks require special authorization by the 
state and are under the close supervision of a 
specio.l commissioner appointed by the Grovm. 
Business operations. 
In their business operatiom the joint-stock 
banks are similar in most respects to the landshafts. 
The main difference in the two institutions is that 
the joint-stock ba~cs have a subscribed capital and 
declare dividends while the landshaft associations do 
not have share capital and do not declare dividends. 
The joint-stock banks make loans on both urban and 
rural real estate, 'l.7hile the· landshaft associations 
make loans exclusively on rural real estate and only 
vithin the province in which they are chartered. In 
1911, the total outstanding loans covered by mort-
caces amounted to 554,870,000 pounds, of which total 
1. Cahill,Ac;ri.Credit & Cooperation in Germany. Sen. 
Doc. N0.17. pp.65-71. 
about six percent or 34,000,000 pounds represented 
loans upon rural real este.te. By ~uay of explanation 
for the small portion of loans on rural property, 
it may he said that the join.stock banlrn are not 
primarily land credit institutions. Some of them 
do not grant loans upon farm lands v1hile others do 
so only in exceptional cases. Only two of the thirty 
seven banks can be classed as land credit institutions 
and these two have been eminently successful in that 
field, possessing at the present more than two thirds 
of the loans outstanding on account of join-stock 
concerns. The tv10 banlrn ref erred to are: The Prussicm 
Central Land Credit Joint Stock Company with loans 
outstanding against rural estate to the value. of 
10,542,536 pounds as compared with 26,513,916 pounds 
on urban mortgages; and the Bavarian Mortgage and 
Exchange vi th rural mortgages to the value of 11, 
270,926 pounds as compared to 40,281,429 pounds on 
1. 
urban property. 
The Prussian Central Land Credit Joint Stock 
Company. 
As a successful privately operated land 
credit institution, The Prussian Central Land Credit 
Joint 3tock Company is worthy of consideration. 
The Prussian Land Credit Joint Stock 
Company was established in 1870. It uas authorized 
to issue bonds on mortgages on urban and rural 
property as vrnll as communal bonds. The operations 
of the bank at present extend over all of the Empire. 
The Bank has one main office in VIhich separate depart-
ments for urban and rural mortgages are maintained. 
Euch of the lending is done through appointed 
agencies of which there afe about 400 located through-
out Germany. In 1911, the bank had a total capital of 
2,220,000 pounds, with reserves: equal to 39.2 per cent 
of the capital. The bank has shor.-:::i its ability to 
compete successfully with the old uell established 
lundshafts. Today it is surpassed in araount of 
rural mortgages held, only by the landshafts of 
Silesia, East Prussia, and Posen. Loans as low as 
50 pounds are granted. They ara cra~ted up to about 
two-thirds of the value of agricultural lands except 
in the case of vineyards and other 1ands which are 
easy of depreciation, in which c~se one-third is the 
maximurn. Loans are amortized by r:18ans of a sinlcing 
fund to v!i1ich annual payments of from one-half to 
one per cent are made. 
Private Initi~tive in the United States. 
Lone term land credit is a comparatively 
neu venture for private enterprise in the United 
States. T~o companies, however, have operated sue-
cessfully in this field for several yee .. rs; tlle Pear-
sons-Taft Lcmd Credit Com)any of Chicago, and the 
Woodruff Trust Company of Joliet. These companies are 
Yrorthy of mention because they show·v1hat has been ac~­
complished in this field through private enterprise 
and perhap~ point the way for further development. 
The Pearsons-Taft Company is the oldest institution 
of its kind in the United States. Throueh its good 
manacer.10nt and conservative business methods it has 
Liade for its elf an enviable record in the land rnort-
cage business. 
The Woodruff Trust C~mpany of Joliet, Illinois, 
was organized in 1912 for the purpose of making long 
term loans to farmers repayable by araortiz·ation. The 
bank is modeldd after the Credit Fancier of France. 
Though· organized and in operation but a comparatively 
short time, it has bonds and guaranteed mortgages 
outstandins well above $600,000. Loans are made 
for a period of 20 years to an amount not to exc~ed 
50% of the value of the land at a rate of 6%. The 
loan is repayable by semi-annual amortisement. The 
loL:..ns are made by. agencies of the Company established 
in vario.us parts of the state. Applications for l()ans 
are made .through the local agents. Every applicant 
is required to fill out an application form, and the 
property is appraised by the local appraiser. It is 
appraised a second time at the home office whore 
state and government soil surveys are used in check- · 
ing up on the conditions of the land. The application 
and appraisal are then referred to the executive 
committee for approval or rej~ction, sped.ial stress 
being laid upon the earning capacity t6 meet the 
required semj_-~nnual payments. Funds for buying 
farrn mortgages are obtained through the issue of 
debenture bonds 1 as is done by the foreign mortgage 
ban]::s. T~nese bonds.· are the direct obligation of the 
company and .secured by its entire capital and surplus; 
and in addition first mortgages on property located 
in Illinois must always be held as collateral by 
&.nother trust company located in Chicago to an amount. 
eq_ual to the amount of bond.s outstanding; a.nd as no 
loan is made for more than 50%· of the value of the 
property there will always be held as collateral for 
the bonds a lien on real estate equal in value to at 
least J.. .• 1.iY:TlCG the amount of the bonds outstanding. The 
bonds bear an interest rate of five per cent. The 
Company has 2.n amortization system where by the debt 
is liquidated by the time the mortgage matures. The 
principle advanto.ge of this system is that the farmer 
can borrow for a long period of time; the loan does 
not have to be renewed and the. farmer is not compelled 
to pay additional commissions for renevmls; the farmer 
is relieved of the expense of bringing· dovm his 
abstract, of having it renewed every few years, 
and is further relieved c:f any anxiety as to his 
ability to pay the mortgage when due. 
Conclusions - - Land Credit for the Land Ozmer. 
The logical solfttion for the problem of 
land credit for the landozmer is through private 
enterprise. It has been shovm that state aid is 
undesirable for two reasons, first, it undermines 
individual initiative and makes the recipient more 
dependent than ever on outside aid; it is a subsidy 
and like all subsidies cannot be continued without 
injustice to many in the readjustments that follow. 
The only feasible system of aid is one which helps 
the farmer to help himself. Second; state aid. by 
artificially lowering the interest rates gives an art-
ificial value to the land which malces it more difficult 
for the tenant or farm laborer to become a landowner. 
State aid does not promote landownership. 
Cooperation has been re~arkably successful 
in Europe. It has proved an economic blessing to the 
agricultural classes in the state where it is used. 
It seems particularily well adapted to the political, 
social, and economic conditions of the German people 
especially. It is doubtful, houever, whether it would 
. neet with such high degree of success in.the United 
States. The American farmer is exceed"ingly different 
from the German farmer. The American farmer is ex-
ceedingly ambitious, self-reliant and al"-verse to any 
interference in his business affairs on the part of either 
the state or his neic;hbor. 1rhe Americc;,n farmer would 
chafe under the restraints v:rhich cooperative enterprise 
must of necessity throw about its members. In the 
second place, cooperation will not succeed in the 
United States as it has in Germany because there is 
not the need for it here that there was in Germany. 
At the time of the establisl~ent of the cooperative 
societies in Germany, the German farmer was in great 
~ need ~ credit facilities. He had few other sources 
of credit open to him. There is no such urgent need 
for cooperative societies in the United States. Such 
societies if established in the United States would 
have to stand the strong competition of well estab-
lishecl privc1.te banks.· 
Priv~te enterprise is the logical solution 
for the problem of land credit for the lando1.vner. The 
America':. farmer is accustomed to rely on private enter-
prise for the satisfaction of his wants. The ex-
perienco of France and Germany shows that private 
enterprise can ~ompete successfully with the cooper-
ative and state aided systems of credit. The Pearson-
·Taft Land Credit Company and the Woodr~ff Trust 
Company prove that land credit principles can be 
successfully rrrought out by private initiative in 
this country. 
Land credit can be introduced in this 
country through private enterprise without ariy fund-
amental changes in our credit machinery. LUl that 
is needed in the enactment of laws governing the 
formation of la.nd credit cornpani es under pri ya te 
ownership, so regulated and supervised as to insure 
a reasonable degree of safety to the holders of the 
mortc;ace bonds, In addition, it would be necessary 
for the success of the institutions so established to 
repeal some of the objectionable features in our 
foreclosure and exemption laws, and improve our 
systems of land registration. It is characteristic 
of the European states which have land credit systems 
that they also have effective systems of foreclbsure 
and of purging titles. Finally, the field could be 
made more attractive by exempting the bonds from 
taxation. The taxation laYJS in some of the state 
scale dO\','n the interest rate on farm mortgages as much 
as tv10 and b:..1e-half per cent. 
CHAPTER IV. 
Agricultural Credit and the Tenancy 
Problem. 
It was pointed out in the previous chapter, 
the rural credit laws thus far enacted, with the ex-
ception of the Oklahoma law, are ,designed primarily 
for the benefit of the landowner. The question of 
sup~lying the landless man with credit has been al-
most wholly ignored. 
Tho Tenancy Problem in the United States. 
The problem of fl\rm tenancy in the United 
Sto.:tes is of such a nature that it cam1ot be long 
ignored. Each decade Tiitnesses a material decline 
-
in the percentage of farms operated l)y their owners 
and a corresponding increase in the percentage of 
farn.1s operated by tenants. The Thirteenth Census of 
the United States contains the following significant 
figures with regard to the increase of tenancy in 
1. 
this country: 
1. Vol~5, page.123. 
Percent. 
Geop-raDhical Divisions. 1910 I900 1890 1880 
UnitGd States total 37.0 35.3 28.-4 25.6 
lTe,:r England 8.0 9.4 9.3 8.5 
1,-Uddle Atlantic 22.3 25.3 22.l 19.2 
East North Central 27.0 26.3 ' 22.8 20.5 
Vfost Horth Central 30.9 29.6 24.0 20.5 
South Atlantic 45.9 44.2 38.5 36.l 
East South Central 50.7 48.l 38.3 36.8 
West South Central 41.5 36.4 2?.4 26.2 
lviountain 10.7 12.2 7.1 7.4 
Pacific 17.2 19. 'Z 14~2 16.8 
This table shows a slow but steady increase in 
the percentage of farms operated by tenants in the 
United States. Tenant farms constituted 2~.6 percent 
of all fc::.rrns in 1880, 28.4 percent in 1890, 35.3 percent 
in 1900, and 37 per cent in 1910. During the thirty 
years from 1880 to 1910, the number c;;f tenant fc,rms 
increased 129.8 per cent, while the number of farms 
operated by their owners or managers increased but 
34.3 percent. If tho rate of increase continues in the 
next thirty years as it has in the past thirty years 
at the end of that period more t~1an one-half of tho 
number of farms in the United States will be operated 
by tenants. In · .. a number of states; Sou th Carolina, 
,.... . ·1, rr· .... , · L · .. \~roorg1a, i~ .. aoam.a, 1.11ss1ss1pp1, .i\..l\:ransas, ou1s1ana, 
O~dahonm, o.nd Te;:as more than one-half of the number 
of farms are already operated by tena.nts. The con-
sideration of the above facts give rise to t~o 
questions; first, what is the cause of the steady 
increase in tenancy, and second, by what Deans· is 
the gronth of tenancy to ·be checked? 
Causes of Tenancy. 
The primary cause of the steady increase in 
the percentage of tenancy in the United States lies 
in the fact of ri~ing land values. Mr. Hibbard 
has pointed out that other things being equal the per 
cont of tenancyvaries directly with the price of la.ndo 
On the face of it there would appear· to be many 
exceptions tm this proposition, but the exceptions 
are more apparent than real. It is true that in 
some ·sections of the country v1e find a much higher 
per centage of tenancy than we do in others, while 
at the s~~e time there is not a corresponding variation 
in the price of land; it is possible to find ah abnorm-
ally higher r)ercentage of tenancy in sections~ .of the 
country where the price is comparatively low and vice 
versa. For instance, we find a very high percentage 
of tenancy in the South, much higher then we would 
expect to find if only the price of the land was 
taken into consideration. Likewise in certain states 
like Oalifornia where land prices are exceptionally 
hish wo find comparatively low rate of tenancy. 
Thes~ upparent exceptions are easily explained. The 
tenancy problem in the South is bound up vii th the 
negro problem and the system of cotton culture, lJoth · 
of Tihich mQke that part of the country peculiarly 
adapted to tenant operations. In the Pacific states 
the opposite conditions exist; there the high priced 
land is the land used for fruit growing and since 
fruit growing does not lend its~lf to tenant culture 
we find a low percentage of tenancy as compared with 
the price of land. 
The relation between the.percentage of 
tenancy and the price of land can best be shov:rn by 
comparing the percentage of tenancy with the price 
of lands in states or sections of the country which 
are similar as regards character of population, and 
the value of the crops raised.. The following table 
1. 
prepared by Professor Hibbard, shows the relation: 
:::> .Ln.2~S Value PE ~r Perctg. Rank Rank 
Acre of ten- in in 
ancv. _yglue Tep.anc:y. 
Illinois 
a/... ___ 
84.90 41.4 1 1 
Iowa 83.00 37.8 2. 3 
Indiana 62.00 ~:)0. 0 3 5 
Ohio 53.30 28.4 4 7 
Wisconsin 43.30 13.9 5 12. 
lJebraska 41'~84 38.2 6 2 
Missouri 41.76 29.9 7 6 
Minnesota 37.00 21.0 8 g 
Konsas 35.50 36.8 9 4 
South Dakota 34.70 24.6 10 8 
Michigan 32.00 16.0 11 10 
Horth Dakota 25.70 14.3 12. 11 
.. --· _..._ ____ 
1. Hibbard. Tenancy in the North Central States. 
Q.J.E. Vol.25.Nov.1910. 
The above shows the close relationship 
existing betueen the percentage of tenancy and the 
price of la-nd in the North· Central States, Wis-
consin, Kansas, and Nebraska apparently iiffording 
the only exceptions. The percentage of tenancy in 
Wiscorisin is low in proportion to the price of land 
primarily for two reasons; first, the character of 
the population, \vhich is largely German and Norwegian, 
a very thrifty class of faruers;, second, the char-
acter of the products. Tiisconsin is primarily a 
dairy state, dairying does not lend itself to tenant 
o;erations as freely as does crain growing. Kansas 
and Nebraska· vary in the opposite extreme. There 
the pcrcentaco of tenancy is abnormally high as 
compared -r1i th land values; first, bec.ause the agri-
cultural conditions are admirably adapted to grain 
grouing and large scale productiqn; second, because 
Kansas e,nd Hebraska farms have been inviting fields 
for the investment of foreicn capital and specu-
lo..tion. From the above considerations, it is 
·reasonable to draw tho conclusion that there is 
a direct relationship between the percentage of 
tanancy and the price of b, nd. 
In the last twenty five years the spirit 
of land speculation· has been an important factor in 
the ri so of land values. The exhaustion of the 
supply of free lands and the growing scarcity of all 
land" has zi ven to it a speculative VB.lue. The 
speculative value is often far in excess of its 
productive value. In other words the land is cap-
italized not upon its percentage of earning power 
but upon its prospective earning capacity. The 
speculators and investors are not interested in 
the immediate productiveness of the land. That is 
merely incidental·- They expect to reap their profits 
through the rise i~ the value of the land. The 
same, however, is not true of the tenant and sme.11 
farrner; they are dependent. upon tho irmnediate pro-
ductiveness of the land for a return upon their in-
vestment. If the land does not yield such a return, 
then they cannot afford to hold the land. The 
present small returns offer little induceffient for 
the tenant to become a landowner. For this reason 
it is more profitable in oany acricultural dis-
tricts to rent them it is to ovn.1. land. 
In 1914, the Department of Agriculture 
completed a farm management survey covering three 
representative districts in Illinois, Indiana, and 
Iowa. Investigations vrnre made as to the profits of 
farm owners and tenants in these districts. The 
fo11ov:inc; table shows the rosult of this investigation: 
on :373 farms operated by their owners in Indiana, 
1. 
Illinois, and Iowa. 
Grand totc;;.l. 
I te111. Indiana Illinois. Ior12"·. Gentl average. 
'I1otal number of farms. 123 73 77 373 
Average ..::\.rea 105 253 176 ·178 
Average capital 17,535 51,091 23,193 30,606 
.i\ .. verage receipts 1,876 5,042 2,308 3,076 
1'.:.,.vcro.ge e:xpenses 689 1,866 858 1,138 
[lvcrace farm income l,is? 3,176 1,450 1,938 
A.vero.ge interest at 5--f 877 2,, 554 1,159 1,530 /o 
Average owner's labor 
incoo.e 310 622. 291 408 
From the above table it will be observed 
that the average labor income after deducting five 
per cent interest on the capital invested, amounted 
to ~?408. This amount plus the food. products furnished 
by the farm represents the farmers s~lary as manager 
of the business, on the whole, a rather modest sal-
ary for a oanager of a business with an average in-
vested capital of ~30,606. 
The variations in the labor incomes on the 
27~5 fG.rrns inve~~ tiga ted are shown in the following table. 2. 
Percent Percent 
.Amount of income of \mount of inCOVi(:; of 
fa.rmers farr::.0rs 
-;~500 a.nd more 9.9 :?401 to 600 8 .. 4 - 499 to 200 8.4 601 to 800 7.3 
- 190 to 0 14.7 801 to 1000 4.7 
1 to 200 19.4 1,001 to 1,500 6.9 
201 to 400 12.4 1,501 to 2,000 3.6 2,ooa..· and over 4-. 3 
1. BullGtin 41, United States Department of Agriculture. 
111 0.rm J1,;:anac,emonL9urvey, Table 2, page 9, Jan,14, 1914. 
2. Same. Page 10, Table 3. 
The above table shows that one farmer out 
of every twenty three received a labor .income of over 
2,000 a year. One farmer but of every three· paid 
for the privilege of working on his farm, that is 
after deducting five per cent interest on his in-
vestm~nt, he failed to make a plus labor income. 
The results of a similar investie;ation of 
the profits of tc::.-ian ts on 24? farms are set forth in 
1. 
the following table. 
Grand total 
Item. Indiana. Illinois. Iovm .. Average. 
Nunber of farms 83 71 93 274.. 
Average ares (acres) 128 202 187 172 
Average capital 1-, 758 2,867 2,667 2,431 
Average receipts 1,335 27257 1,605 1, 752. 
Average expenses 4G2 975 755 740 
Average interest at 5% 88 143 134 122 
Average income 843 1,282 850 992 
Average tenants labor 
income 755 1,139 716 870 
From these figuresit will be seen that 247 
farmers derived Em average labor income of ~p870 vri th 
an investment of less that ~'j)2.,500. At the same time 
:tJ.1e landowner rii th an average investment of -.$30 ,606, 
made an average labor income of but ~408. This means 
that the price of land is in excess of its productive 
value; that rent based. upon what the owner can get 
and not upon the marlrnt price of the land. Under the 
1. Bulletin No.41. U.S.Department of Agriculture. Farm 
Manacement Survey. Table 4 page 11. 
circumsta.nces it is more profitable for the farmer 
to rent land than it is to ovm it. As long as 
such concli tions exist "t7e can expect to see a continued 
in crease in tenancy in this country. 
Evils of Tenancy. 
~1 en;;;,ncy as a. system of land tenure is a 
condition to be deplored. The tenant,like the spec-
ulator is interested in getting the most possible 
out of the land and in giving the least possible in 
return. The immSdiate result is the exploitation 
of the soil and a general depreciation of value in 
t~e land. The products of the farm are confined 
for the most part to those which can be raised and 
sold in the same year such as grain. As a result 
the farm does not yield its greatest net return. The 
evil does not stop "here. Just as the tenant and 
speculator are interested in getting the greatest 
possible benefit from the community \7i thout giving 
anything in return. The comr.:mnity is exploited in 
much the soJne way as the farm is. Neither the 
tenant or the speculator talce any interest in schools, 
churches, roads and conmunity affairs~ Both are 
dead weights to community progress. In the past 
tenancy has been stepping stone to land ownershtp; 
the tenant ex~::ected some day to own his farm and be 
a benefit to the community in \7hich he lived. This 
class of tenants is const2.nt.ly becoming smaller. Tle 
high price of land is creating a class of operators 
who have little hope of ev.er becoming landowners. 
Two methods have been suggested for dealing 
vii th the tenancy problem, namely, taxation and 
improved land credit facilities. 
Taxation as a Remedy for Tenancy .. 
The advocates,Jor taxation as a remedy for 
tenancy hold that speculation in land is the prihci-
p~l cause of tenaricy. They seek therefare to strike 
at the root of the problem by making land unattractive 
as a speculative investi:rnnt. They propose to do this 
by appropiating a. part of the une~rned increment 
of land \7hen held in large quantities. The })roposal 
is made that a tax should be levied on large holdings, 
the rate increasing as the holdings beco~e larger. 
Progressive land taxes have been adopted ~ith not 
little success in several of the Australasian states. 
The appropiation of the unea:rned increment of land, 
hoYJever, opens a bic; question of justice and in-
justice in taxation. The landowner 6bjects vig-
orously to the state appropiating part of the un-
earned increment of property in land, while at the 
same time, the unearned increment in other forms of 
wealth goes untaxed. The stronc opposition which an 
effective system of progressive land taxes would meet 
in this country at this time eliminates it from im-
mediate consideration. There remains, then, the 
second rn.ethod of dealing with the problem, namely, 
rural credit. 
Rural Credit as a Remedy for Tenancy. 
The advocates of progressive taxes have 
proposed to reduce the rate of tenancy by discouraging 
speculation and large holdings of land. The rural 
credit advocates propose to effect the same reform 
by encouraging the purchase of small holdings by 
the landless. As has been pointed out the greatest 
hindrance to the purchase of land by the tenant is 
the lack of ade6~ate credit facilities. It is almost ~ . . 
impossible for the tenant to buy land and pay for 
it out of its earnings in the course of a natural 
lifetime. The tenant needs to be placed more nearly 
on an equality v;i th the large land owner. If he is 
to rise from his present p9sition of tenant to that 
of landoTiner, he must ~~ p~Ovided with the facilities 
v1hereby ho can buy land, at a low ta te of interest 
and on reasonal)l8 terms of repay!+lent and for a com-
parativoly lone period of .J... 01rne. What is to be the 
nature of such a system! 
It is quite evident, from past experience, 
that a system of rural credit is suit~ble for the 
need of tho tenant nill not be worked out through 
private initiative. Cooperation and state aid have 
been suggested as the only alternativez. 
Cooperation. 
Cooperation has been tried with a high 
deeree of success in Germany and other ~uropean 
countries. Is it doubtful, however, whether· co-
orJora ti on vJOuld. prove as successful in the United 
:~ates. The .American tenant is far more independent 
and self-reliant than the tenant of Europe. He 
refuses to be bound by the ties rrhich are necessary 
for successful cooperation. Cooperation has been 
defined as 11 organiz·ed self-help 11 or u the organizec.1 
v10rk of a, comrJ.uni ty 11 • It's success is dependent 
primarily upon two conditions; first, there must be 
a feel inc of mutual confidence, f elloY:iShip: and loyalty 
to a common cause, second, "the cooperative organization 
must be the child of necessity and it must crystalize 
around a vital ·economic needn. If either of these 
essentials are absent the bond of cooperation will 
not endure. Tho first of these essentials is con-
spicuously absent among the tenants iri the United 
States. The tenant shifts from one community to 
another, taking little or no interest in his neigh-
bor or cor:mn .. mi ty c:.ffairs. r.i.1he second essential, 
the need, is by no·means so pressing in this country 
as it Tias in Germany when cooperative orzanization 
came into ozistonce. Again, cooperative credit is 
the hic;hest form of credit endeavor, cooperative 
credit· societies in Europe are the outgrowth of 
years of cooperation and mutual aid in other lines 
of endeavor. Cooperation cannot be legislated upon 
people, it r:mst be the outcro·wth of a spirit of mut"'-.lal 
helpfulness. In consideration of these facts we 
rnur::~t conclude tho.t if anything is to be accorn1)lished 
:i.:1 the r1ay of rural credit for the tenant, it ErL1st 
come through som~ form of state aid. State aid 
has proved a powerful incentive to the farmers in 
Ireland, Dernnark, Franco and Horviay to become land-
ov:ners. 
State Aid in Ireland. 
No people have felt the scourge of tenancy 
more keenly than the people of Ireland. Absentee 
landlordism and its counterpart, tenancy, have been 
a source of perpetual discontent, and the cause of 
persistent agitation for land tenure reform in the 
British parlie.ment. Lancl purchase legislation in 
Ireland comprises a series of acts, some of which 
date beck as early as 1870. Beginning with the policy 
of advancing a part of the purchase price to the buy-
er, the cov0rnnent has extended its policy, until 
now it pays the entire purcha~e price to the seller, 
the tenant buyer paying off his obligation to the 
state by small installments. 
The most important piece of credit legis-
lation enacted by the British parliament was the 
Ir.ish Land Purchase Act of 1903, (VIyndhar:1 .Act). 
This act provided for the creation of the Estates 
Commission co1:11>osed of three meri.1bers under. executive 
· cont.rel. The Estates Cornmiss ion was empovrnred to 
acquire lands either by agreement or compulsion from 
.large landholders and resell the lands to tenants. 
The requisite funds to carry the !:1easure through vrnre 
obtained through the sale of c;overnment stock bearing 
tyro and three-fourths per cent interest and not 
redeemable for thirty years. The act provided that 
the covernment should make advances to tenants at 
three and one-fourth percent, ~wo and three-fourths 
to cover the interest on the government stock and 
one-half percent to go to the sinking fund. In 
addition to this, the act provides for a crant of a 
bonus to sellers of complete estates. The gift is 
fixed at for five years at 12 per cent on the_pur-
chase money of such estate. The total amount to be 
so granted is limited to ~12,000,000 pounds. The 
purpose of this provision is to give additional 
inducement to the landlord to sell at a low price. 
In effect, it amounts to a free grant to enable the 
1. 
tenant to acquire the land. 
1. C.F.Bastable, The Irish Land ~urchase Act of 1903. 
Q.E.J.Vol. 18. p.1. Hov. 1913~ 
.The act has proved very favorable to the 
tenants. A Great many :transfers have taken place 
under it. In 1909. transactions to the extent of 
so,000,000 pounds had been agreed to but little 
more than one-third of this amount had actually been 
distributed. The remainder was, at that time, still 
to be obtained from the money market by the state. 
The chief difficult~ with the system has been the 
sale Cif the govern::Jent stock due to changes in the 
money market which made it difficfilt to sell the 
two and three-fourths· lJer cent bonds at anything like 
par. L:r. Ba.stable writing in 1909 says, u.Borr:ov.ring 
on the above plan means at the present rate a loss 
of nearly 15 per cent on all the stock issued, thus 
creating a permanent burden on the funds provided 
1. 
to meet the cost of flotation". 
State Aid in Den.'11ie~r1:. 
Dernn2,rk has largely eliminated her tanancy 
problem by her land legislation bf 1899, 1904 and 1909. 
These acts provide for the acquisition of land -qpon 
2. 
fifty year loans ,at four per cent. The act of 1899 
authorized the goverru:1ent to assist in the formation 
of small holdings, and for a period of five years 
to provide a certain amount for such loan~. The act 
l.C.F.Bastable,The Bresent position of the Irish Land 
Question. Econ. J. Vol. 19, p.69. 
2.Danish-.American Bulletin l.Carch 1913, J .F.Sinclair, 
Acri cul turo..l Co opera ti on in Denr:mrk. 
renewed in 1904 for an additional five years 
and in 1909 it was extended for ten years .. An annuo.l 
grant of $1,000,000 is now made for such loans. The 
plan is to assist the agricultural laborer to get 
land, to build a home, and to become independent. 
State aid is limited to the very small holder or 
men without land. In addition, the borrower must 
fulfill certain conditions in order to obtain a 
loan. 11 He must have 1;mrked at least four years for 
other farmers, He must prove by testiuonials from 
the conE:mni ty in which he lives that he is sober, 
economical, and industrious, and he must satisfy 
the e.uthori ties that the investi·~1ent is justified. 
Vlhen these conditions s,re fulfilled the GovernD.ent 
grants a. loan, the maximum ar:iount of which is 90% 
of the value of the property. The funds are ad-
ministered by a committee 2.ppointed for each dis-
trict and consisting of· three members. The loan 
must be ez1)ended under the direction of this 
comnittee. The security for these loans to the 
government is the mans character and the holding. 
The interest charGe is three per cent. The amount 
the covernment has loaned in thi~:.;; way v.ras, in 1912, 
~~6, 750, 000. Of this amount only :{?:~, 500 or 0 .14/; 
\"/3.S lo St, The effect has been to create a class 
of wide awake small holders out of a class of men 
who without this assiatance, largely uould have re~ 
mained acricultural laborers uithout opportunity 
1. 
to irD.prove their condition. 11 
State Aid in France. 
The Credit Fancier created in 1852 ~as 
designed to furnish credit to all farmers alike. It 
was soon realized, however, that the organization 
of land credit was bringing no relief to the small 
farmer and that some thing else \7E':,s needed to save tre 
small farmer from the usurious interest rates which 
he was compelled to pay. 
The first piece of legislation which mater-
ially benefited the French agric11lturalist was the 
Act of 1884, ·This act permitted 20 or more persons 
of the same trade to form a syndicate of union for 
the purpose of promoting the ec6noDic interest of 
i ts members . Thi s act i s of import a:-ic e .be ca us e 
it formed the basis of many cooperative org~nizations 
among the farmers, a:1d later bec2,me the nucleus for 
the rural credit system. 
In 1804 an act was passed providing for the 
creation of local agricultural mutual banks (Caisses 
Locales) vii th the syndicates as a nucleus. In 1899 
t11is system was organized and consolidated by the 
creation of recional banks (Caisses Regionales). The 
state placed at tho disposal of the regional banks,, 
in order that they might in turn finance the loca~ 
1. Rcyt. of th~ Roye"l Comm. of Acri. Province of 
British Columbia, 1914. p.257. 
banks, considerable sums o.f money derived from the ·-
Bank of France. In 1897 the Government demanded 
as a certain condition of renewal of the charter of 
the Ba~z of France, that it should lend, without 
interest, a sum of 40,000,000 francs for agricultural 
purposes, and that it must also make an annual 
payment (c2.lculated on the amount of business done) 
but which must not.be less than 2,000,000 francs. 
The paJ1~1ent has actually amounted to betv!8en 3, 000, 
00 and 5,000,000 francs. These sums furnish -1.' i.,ne 
fund out of t~1ich the acricultural'c~edit system is 
aided. 
The orgainzation and operation of the 
system is briefly as follovrn: The local 1)anks are 
formed by ar;riculturalists all of nhom must be 
members of syndicates. Each member must subscribe 
to a certain number of shares. The r..1embers elect 
a council of five ·members nhose duty is to conduct 
the business of the associs.tion. They receive and 
pass upon all applications for loans. The regional 
banks are clesiened to supervise the v1ork of the 
district banks. They are formed by the state but 
two-thirds of their stock must be subscribed by the 
lo cal banks • The regional bank thus receives its 
capital from its member local bank~. The regional 
banks receive loans from the state equal from four to 
six times the amount of their original capital. 
A member of _a local bariJ<:: can borrorr from 
ten to twenty times the amount of his subscription. 
The loans are made as a rule only for short periods 
of time but since 1910 long term loans have been 
1:13.de. The ma:;:imum loan that c2..n be me..de to one i)arw 
is $1,600 and the maximum period is fifteen years. 
The loans usually draw two per cent interest and are 
extinguishable by amortiz-ation. This system has 
been an iui)ort~:mt factor in building up the sou::.1d 
1. 
acricultural system which we find in France today. 
Conclusion. 
The systems of land credit w~ich have proved 
so successful in supplying the credit needs of the 
larce landowner in Europe have proved inadequate 
to meet the credit needs of the tenant farmer. It 
has been found expedient in many states to supple-
ment t!1e land credit system vd th a system of state 
aid for the landless. State aid, where properly 
administered has proved a powerful sti~1lus to land 
ownership for tenants and agricultural laborers. 
Etn"'o:i_3co,n oz:poric-mcos have shovm, however, that there 
are certain essential . provisions that must be re-
COGnized in any system of state aid; first, the 
1. (.30nate Docuwont 57·L 62nd Concress. 211..d Session. 
Systems of_ Cooperative Credit. Publication of 
International Institute of Azriculture. 9.33. 
advances made by the covernuent should not be too 
larce, large advances lead to speculation, waste, 
and extravac;ance in the use of the fundff, and the 
spirit of enterprise and independence in the in-
dividual is deadened, second, the borrower should 
be required to fulfill certain conditions as to 
residence. In this way, only, can the benefits of 
state aid be reserved to those who e..re worthy and 
in need of assistance. 
State Aid in the United States. 
As has been pointed out in the preceedinc 
chapter, the rural credit laws enacted in the United 
States,Dith the exception of the Oklahoma law 1 have 
been designed primarily for the benefit of the land-
owner. The laws propose to strengthen the borrowing 
pouer of the farmers, landowners: and tenants alike 
by lowering the interest rate. Such legislation 
cannot mdterially benefit the tenant. The lower 
intetest rates afforded the farmer will mean speculation 
and land. spoculation means a rise in the price of 
land. The result is that the large landowner and the 
speculator will be bcnofitted by an increase in the 
value of their land, r1hile the landless men, if he 
pu.rch2,ses land \7ill have to pay a hicher grice for • .J.. 1 Lt. 
The net -re;.;nlt is that the ten2.nt is i~1 no better 
position than ho was before the credit laDs were enacted. 
As has been pointed out, effective credit 
leg5 .. slo.tio:1 i:n order to benefit the tenant ri-1ust 
afford an adva~tage to the tenant which will not 
accrue the landoy;ner, 
This has been accomplished in the Oklahoma 
la:.v by providing; first that 11 not to exceed ~?8, 000 
can be loaned. to an::.7 one incli vid.ual or family'~ second, 
that 11 all loans shall be secured by first E:ortgage on 
farm lunds u~on which the borrower resides and holds 
as his horn.estead 11 • The first provision lirJits the 
amount advanced sufficiently that ·the funds will 
not be cxtravantly and uselessly spent and at the 
saDe time, affords not a little benefit to the land-
less m~n in his effort to become a landowner. Tlie 
second provision malces it i1:ipossi ble for those 
.v1ho clo not \:7ish to reside on the land, speculators 
and landoDners: to take advantage of the goverrunent 
aid. 
~hat is to be the future of direct aid in 
the United States? Certainly the land credit 
facilities af:f:'orded the landouner have nade the 
c1uestion of crodi t for tl10 tenant more imperative. 
i:l.ro tho credit adv2vntaces enjoyed b:r the landless 
man in 01-:lc .. homo. to bo e;:tended to our tenants in 
otirnr states? The logical step is fo~"' the Federal 
Government to sµprJlouont the Federal Farm Loan Act 
v;ith an act providing for 2~limi ted c.:.·w11ount of direct 
2-id to the landless man. Tl:at such s,ction will be 
taken in the near future is; however, doubtful. The 
prevalent attitude seems to be that the Federal 
Government in enacting the Federal Farm Loan Act 
has exti~cuished all of its obligations to the 
farmer and has settled the. rural cr(·di t quest:Lon. 
The present indications are that the tenant will have 
to lool: to tlle state coverr ..... rnents for assiste .. nce. 
CHl~TER V. 
The Chief Provisions of the Federal Farm 
Loan .ll..ct. 
Introduction. 
The 2edero..l i!'arm Loa1 Act is an adaption 
of the Hollis-Bulkley bill. Like the Hollis-Bulkley 
bill, it provides for the creation of a system of 
land b[m.l:s analagous to that established by the 
Pederal Reserve Act for Comrnercial Banks. 
The administration of the system is to be 
under the control of a bureau in the Treasury Depart-
r;ien t r:hich is in the o·harge of the Federal Farm 
Loan Board. The board is to divide the country 1. ,,_ ....... 
to tvelve districts and establish in each district 
a system of national farm loan G.ssociations and a 
single Federal land bank. At the time of the passage 
of the act there was sone difference of opinion as 
to the feasibility of the national farm loan assoc-
iations as the bnly local units. Provision was 
consequently made for the appointins of Federal 
i~c;ents in case associations failed to be organized . 
. A.s a further cuarantee that some sort of system 
uould ultimately be established, provision was made 
for the voluntary formation of joint-stock land banks. 
The Federal Fo.rm Loan Board, 
The 111edcral li1:J..rm Loan Board is in charge 
of a bureau in the Treasury Departnwnt. It in com-
posed of the Secrete.Ty of the Treasury who is ex-
officio chairman and four other member'.s appointed· by 
the Pres~dent by and with the consent of the Senate. 
The members are to serve· for eight years, except that 
the four members first appointed are to serve for 
t \'JO , · f o ur , and eight years respectively . . A.n 
attempt is ma.de to keep the system out of politics 
by providing that not more than two me~bers of the 
board shal1 be of the same political party. Four 
of the members are supposed to devote their entire 
time to the work of the board and are not to enga:rr~ 
in banking or in any other business of making or 
selling land mortgaee loans. They are to receive an 
annual salary of ~10,000, together with traveling 
expenses. One men~ber is to be designated by the 
President as Farm Loan Commissioner and active execu-
tive officer of the Board. 
The Board is granted e:z:tens i ve pov:ers. In it 
is vestecJ_ tho. General supervision of the entire system. 
A.monc the r.1ore important powers which it has are the 
follor:ing: ( 1) to divide continental United States 1 
excluding Alas};:a, into tv;e1ve Federal land bank dis-
tricts and to establish in each district a Federal 
land bank; (2) to or6anize and charter Feder.al land 
banks; and to charter national farm loan associations 
ancl joint-stock land banks; (3) to reviev1 and alter 
at its discretion the rate of interest to be charged 
by Federal land ba...11.ks in order to secure as much 
uniformity in interest rates as possible; (4) to 
grant or refuse Federal land banks the authority to 
make any specific issue of farm loan bonds; (5) to 
. make rules respecting c.harges r:-iade to borrowers on 
loans for expenses, appraisals,· determination of 
titles, and resistration; (6) to appoir .. t in each 
district a farm loan register, land bank appraisers 
and exc:~miners; ( 7) to require the Federal land banl\:s 
to cooperate in the po..yrnent of their equitable share 
of interest coupons on farm loan bonds; (8) to de-
clare farm mortgages within states, whose laws 
afford insufficient protection to the first mort~ 
gage holder, ineligible as a basis for the issue of 
farm loan bonds. 
Federal Land Banks. 
Each of the t1.7elve Federal land banks is 
to be controlled by a board of nine directors, six, 
knovm as local directors, to-be selected by the national 
farm loan associations wilthin the district, and three, 
lmorm as district directors, to be appointed by the 
Federal Farm Loan Board. Ono of the directors is to 
be designated by the Federal Fann Loan Board as 
chairman. Ono of the directors r:1tu~t be a practical 
farmer, and no director can be encaged in banking 
or in any business of nocotiatine mortsace loans. 
Each Federal land bank, before beginninG 
busirtes~, must have a subscribed capital of not less 
than ~750,000. The stock is to be subscribed by 
the public, the states, or the Federal govern.ment. 
It is contemplated ttiat the stock will be taken for 
the most part by the national farm loan associations, 
it being provided that the national farm loan ass-
ociations desiring to borrow from the Federal land 
bank must subscribe to stock in the Federal land 
bank equal to 5 per cent of the aggregate amount 
of the loans desired. Provision is made, however, 
that if the entire issue of $750,QOO capital stock 
is not subscribed for within thirty days after 
openin~ of the books, the remaining unsubscribed 
stock is to be purchased by the Secretary of the 
Treasury out of any funds, which are unappropiated, 
in the treasury. 
1. Land Banks have been located in the following 
places: for 1.iassachusets, Ne1:7 Hampshire, Vermont, 
t:a:i.ne, Rhode Island, Connecticut, New York, and Nev1 
Jersey, .Sprincfield, 'JAass.; ·For .Pennsylvania, Deleware 
Maryland, Vireini~, West Virginia, and District of 
Columbia, Balt1more, l~~d.; for Ohio, Indiana, Kentucky 
and Tennessee, Louisville, Ky.; for alabama, Mississippi, 
and Louisiana, NeTI Orleans, La.; for Illinois, Misspuri, 
and Arkansas, St. Louis, Mo.; for Michican, ~isconsin, 
. Llinnesota and North Dakota, St.Paul, Minn.; for Iowa, 
Ifo bras1'::a, Sou th Dake ta, and ~1yomine:, Oma:ha, lJ e br. ; 
f6r Oklahoma, Kansas, Colorado, and New Mexico, Wichita, 
Kans. ; for· 'I:exas, l:ious ton, rrexas; for California, 
Nevada, Utah and ~riz-0na, Berkley, Calif.; for Wash-
incton, Oregon, Montana, and Idaho, Spokane, Wash. 
Thus it h2.s been assured that the tv;el ve 
Federal Land Banks -\7ill be at least organized a.nd 
made reJ.dy for business. The amount subscribed by 
the Fsderal Goverrn;.1ent is to be ultimately retired 
by tho banks at par. After subscriptions by the 
national farm loan associations to the capital 
stock has reached ~$750, 000 in any Federal land bank, 
the bank is to apply.25% of all sums thereafter sub-
scribed to the retirement of the original stock 
subscribed by the government. 
National Farm Loan Associations. 
A national farm loan association may be 
formed by ten or more persons who are the owners or 
about to lrncorne ovmers of farm lands qualified as 
security for mortcage loans, provided the aggregate 
amount of loans desired is not less than $20,000 and 
that subscriptions equal to five per cent of the 
amount of the loans desired have been r..1ade to the 
stock of the Federal land banks. 
Each national farm loan association is to 
be under the management of a board of five directors 
to be elected and hold office under the same condit-
ions as in the national banking associations. The 
members of the board of direct6rs are to choose a 
president, 2. vice president, a loan committee of 
three, D-nd a secretary o.nd treasurer.. .:ith t~ne 
the exception of the secretary-treasurer, no officer 
or director of a national farm loan association is 
to receive compensation unless approved by the 
Federal Farm Loan Board. All officers, with the exception 
of the secretary-treasurer, must be residents 6f the 
district and members of the association. 
~ach national farrn. loan association must 
have a subscribed capital of at least Ql,000, divided 
into.shares of.five dollars each. Each prospective 
borrower must become a member .,Ct J.1 • ..t..... 01 vi.le associa GlOn 
and sup.scribe to stoc}~ in the association equal to 
five per cent of the amount of the loan which he 
desires. ~ach share of stock carries with it the 
po-vJer to vote. Ho\vever the r~1aximrnn number of 
votes which can be cast by any one person is twenty. 
The capital stock is held by the association as 
collateral security for the r>ayment of loans by the 
borrowers. Any dividends which accrue from the 
co..pital stock is paid to the borrowers. The stock 
is retired 2.t par upon the full pe,yment of the loan 
by the borrower. The share holders are individually 
responsible, equally and ratably, and not for one 
another, for all liabilities of the apsociation to 
the e:dent of the stod: owned at par in addition to 
the amount pa~d in, represented by their shares. 
Each national fe.rm loan association must 
subscribe for capital stock in the Federal land bank 
equal to five )er cent of the amount of loans des-
ired by the association frorn the bank. TV:Tenty five 
per cent of th2,t part of tlw capital held by the 
no. t:i_onal f2~rm loan association must be held in qu'ick 
assets and may consist 6.f cash in the vaults of the 
banl~, in deposits in member ban1:s of the Federal 
Reserve Syst~m, or in readily marketable securities 
nhich have been ai'.)proved by the Federal Farn1 Loan 
Board. 
The Helation betvrnen the F·edera.l Land Banks 
and the National Farm Loan i:..ssociations. 
Neither the Federal Land Banks nor the 
national farm loan associations can be treated as 
separate and distinct units in the new creditsystem. 
Both are parts in the complex machiDery whereby 
the government proposGG to collect the surplus 
fundG from smsll investors in all parts of the 
country and make them available to individual 
borror~·ors on t11e coE1bined sacuri ty of all the 
borrowers. 
As has been pointed out, the national 
farm loan associations are voluntary oreanizations 
of prospective borrowers. They are in reality 
ac~ents of the ~11edoral LD.nd Banks. Their function 
is to receive ap)lications for farm loans from their members 
exa.mine into the value of tho security offered for 
such loans, and to indorse and become liable for all 
such • .!. • sectn"'l ul es accepted through them by the Federal 
land banks. The national farm loan associations 
receive the loans on the securities accepted through 
them by the land banks, and distribute such ·loans to 
the borrowers. The associations receive and remit 
to the. Federal land banks 2.ll payments due from 
borrowers on account of principle, interest or other 
charges. 
The function of the Federal land bank is b . 
afford a r:1arket for the loans accumulated by the m:.tional 
fan~1 loan associations. They receive the applications 
from the associations, pass upon the~, an~ if accepted 
make loans to the members of the association upon 
the secu:tity of first farm rn.ortgages •. ;,c;ainst the 
/ 
combined security of all the mortcages so held, ::the 
JTederal land banks are authorized to issue debenture 
bonds. From the sale of these bonds, the banks 
receive funds \Vi th which to make adc1i tional loans on 
tiortgage securit~es. 
Loans. 
A Federal la!1d bank can make loans only 
upon security of first mortgages upon farm land 
located in t}rn land bank district. The loans may 
be made for amounts not to exceed 50% of the value 
of the land mortcaced and 20 per cent of the value 
permanent improvements. However, loe..ns cannot be me.de 
to siqgle individuals for more than ~10,000 nor less 
.l..' <''·100 unan 'IP • Lirni tations are liker1ise placed upon 
the purposes to which the loans may be applied. The 
lau provides that loans may be made for the following 
purposes: (1) to provide for the purchase of lands 
for agricultural purposes, (2) to provide for build-
ings and for the irnproveme.nt o,f the land, and ( 3) to 
liquidate existinc indebtedness. If the proceeds 
of any loan are not used as specified, the loan may 
be called in. 
The maximur;1 rate of interest v:hich can be 
charc;ed the borrovrnr by ·the Federal land banks 
under this system is six per cent. Furthermore, eaci:h 
mortgage must contain a provision whereby the farmer 
may repay his loan by installments on the amortization 
plo..n. lie must pay; (1) a chare;e on the loan not 
exceeding the interest rate on the last series of 
farm loan bonds issued by the bank making the loan, 
(2) a cllarce for administration and profits at a 
rate not exceed:Lng 1 per cent on the unpaid principal 
and, (3). such amounts to be applied to.principal 
as will extincuish the debt in the agreed peri6d, 
Any time 2.fter five years from the date of the loan, 
the borrouer has the option to pay the whole of the 
loan or any part of it in multiples of 25 dollars. 
Applic2..tions for loans are made through the 
national farm loan associs,tions or the authorized 
agents of the Federal land· bank. All .?-P.Plica tions 
received by the association are refered to a com-
mittee knorm as the loan committee. This committee 
is composed of three members elected by the board 
of directors. The loan committee examines the land 
offered as security and makes a detailed written 
report giving their appraisal of the land. Upon 
a favorable report of the committee, the application 
together with the committee's report is submitted to 
. the Federal Land Be.DJc. These are referred by the 
b2.nk to the land bank a~)praiser t:ho makes a second 
investiEation 2,nd report upon the land offered as 
security. Upon the receipt of the apprais~rs report, 
the land bank may either accept or reject the app-
lication. If the application is accepted, the 
Federal land bank turns the desired amount of funds 
over to the farm loan association uhich delivers 
thorn to the borrower. It is ti'1e duty of the Assoc-
iations to collect and remit to the Federal 12.nd 
banks all 1rn.ymonts due dn account of principal. and 
interest. The Association is allowed to retain 
from each in tore:::; t payment on indorsed loans a 
commission of not rnoro than one-eight of one per 
cent semi-annually upon the unpaid princip9...l of the 
loan. 
Farra Loan i3orxl s. 
Farm loan bonds constitute the chief 
source of the funds from v:~:ich the Federo..l land banks 
and joint stocl: land banks make loans to borrov1ers. 
Farm loan bonds c0.n be issaed only v1i th the consent 
·of the Federal Farm Loan Board and upon security of 
first mortc;o..ges on farm lands or upon United States 
bonds, de:posited with the farm loan registrar, who 
is a trustee appointed by the Federal Farm. Loan 
Board. It is the~duty of the registrar to hold the 
collateral security in trust and see that the farm 
loan bonds delivered at no time exceed the value of 
the collateral securities on deposit. The registrar 
receives the ap)lications for issues of bonds from 
the land l)ank and upon the consent of the Board r:!akes 
deliveries of the bonds. ·dhen the mortcages are 
paid in full, be causes such mortzages to be cancelled. 
The bonds can 1rn issued in series of not less than 
$50,000 and in denominations of ~25, $50, $100, and 
:~;i, 000. 1rhe naximum interest rate ·ahich Federal 
lc.nd bc..riks can charc;e 1.s five percent. rrhe bonds 
may be retired any time after five years from the 
date of issue at the option of the land ban}:. They 
are secured first, by the fann mortgages and other 
sec~rities on deposit uith the farm loan registrar; 
se:icond, l)Y' +1·1e cs;:_)ital ~toe}:: of the i·sci 1 11·1•rr- br1nlr· rJ .., • .... ...., '- . J.G c, _.::>.. , 
third, by the cn~ital, reserves, and earnings of all 
the Federal farm loan banks. The bo~ds are legal 
investments for trust funds and security for public 
deposits. Finally, tho bonds are exempt from all 
taxation, local,state or federal. 
Azents of the Federal Land Banks. 
The Federal Farm Loan Act provides that, 
after the ~ct has been in effect one year, banks, 
trust companies, mortgage companies and sa_vincs 
ins ti tut ions m0.y be authorizecl by the li1ederal li1 0.rm 
Loan Board to-act as agents for the Federal hnd banks. 
in localities r:lrnre no farm loan asE;ociations have 
been formed. These institutions are authoriz·ed 
to make loans subject to the same conditions and 
restrictions as t:10s.~; made through the national 
farm loan associations. Each borrower must subscribe 
to the ca)i tal stock of the li1edere .. l land bank of 
the district in r.rhich he resides to an amount equal 
to fivo per cont of the amou11t of his loan. The 
1!1eder''.l land. ba:nlcs are to allow the, a.gents the 
actual e::p ens es incurred in ~1Vi)rai sing t~rn land, 
o~t~:,mini.nc the t ~ tle, 2vnd in makinc; and executing the 
mortcace papers and in addition a yearly commission 
of not to exceed one-half on one per cent on the unpaid 
principal of tho loan. The ac;ent is limited in the 
2..1~1ount of loans he can make to an amount equal to ten 
The urincinal duties ... ... 
of the acent are to endorse and become liable for· 
2.11 loans made tlirough ther.1 by the Federal ls,nd bank 
c:md to collect 2.~1d forv.:ard to the Ii1 ederal land bank 
all 1x.>:.:;rmm1 ts duo it on the loans. 
Joint ;::) to ck Land Bartles. 
Cooperations known as join:t stock land 
banks r.10..y be fori:rncl by ten or rnore persons for the 
purpose of ms.kine loans upon farm rnortgago.security 
o.nd issuine; bonds. Each joint.·sto.ck· land 1)anl:: must 
be chc·.rterod bJ the Fec1ere,l Farm Loan Board and have 
' • , 1 • t 1 ..:. l .{:' · .J 1 t1~1en 1·~·n 50 000 a suoscr100Q cap1 a s~oc~ o~ no~ ess - ~ , , 
one-h3..lf of r1~1ich must be paid. in cash and one-half 
subject to call. They cannot issue bonds, however, 
until the entire c2.p-ital stock is paid up. 
The shareholders in the joint stock land 
banl:s are individually liable equally and ratably and 
not one for the other to the extent of stock ovmed 
at par in addition to the amount paid in and represented 
by their shares. The Uni.ted ::Jtates gove1.:.nment is net 
pcrmi t tod to be a shareholder in these ban~::s. There 
oust be a board of directors consistinc of five members. 
In the making of loans and in the issuing 
of bonds e.re SU b j 8 Ct , \'l i th 
:::-; •')L1C~ o::c options, to in· ::.-i.c ti cally tho same conditions 
2.nd rer.;;trictio:t1s o.~3 the Fedoro.l 12.nd ban.'.::s. The 
The joint 
stock banks are limited in their area of operation 
to tuo states, the state in uhich the home office is 
located and one adjoining state. They are limited 
in arnotu-::.t of business, that is in the amount of 
bonds v1hich they can issue, to an amount equal to fif-
teen times their capital and stirplus. They are not 
perrn.i tted to charge a rate of interest on farm lands 
exceeding, by more than one percent the rate established 
for the last series of bonds issued. The banks may 
under certain conditions, act as financial agent of 
the l.h1i ted States government and receive gover:rnnent 
deposits, but these funds cannot be invested in 
farm mortgages: 
Criticisr.1. 
In drafting the Federal Farm Loan Act, the 
fr.a~18rs vrnre confronted with a dif.ficul t problem, 
namely, to devise a system of land credit, national 
in scope, adaptable to the ~idely varying economic, 
political, and social conditions of the country, and 
which would, at the same time, reconci~e the various 
conflictinc plans then before Coneress and be acceptable, 
first, to the advocates of cooperation who ·were in 
favor of a system of cooperative land banks; second, 
to the advocates of state aid; and third, to the 
i? .. dvoca tos of pri va to enterprise v:ho v1ere in favor, of 
in·i v~ te bo,nl:s similar to the joint-stock be.nks of 
Europe. 
The system finally provided for seems to 
have accomplished this purpose very well. It pro-
vi des for a systern of ste..1'~ aided cooperation sup-
plemented with a system based on private enterprise. 
The basis of the new systffin is, as ue have seen, the 
· national farm loan associations organizBd on a co-
operative basis and centralized through the Federal 
Land Ban.ks. In.order to assure the estalJlishinc; of the 
:Federal 12.nd banks and. to reco_ncile the advocates of 
state aid, provision was made for the liberal sub-
sidizing of tl1e 1~'ecler::::..l land banks by the governE:cnt. 
Finally, the advocates of private enterprise Tiere 
satisfied when there was apend~d a supplementary 
system by which farn loan bonds could be issued 
throuzh private joint stock banks. 
The.new system is designed to accomplish 
throe purposes, nronely; (1) to iEprove the method 
of makinc loa:cs, U~) to redace cornri.1ission and ad-
rlinistro.tive char0os and (3) to equalize interest 
rates from one part of the country to tnother. The 
law wisely provides for the making of long time loans 
repayable by anortization. As has been shown, many 
of the worst defects ±n the present system arise from 
tho fact thr;,t farmers can socure loai'"ls only for short 
pcriodo of time and on difficult terms of repayment. 
Tho new systom is desisned to remedy these defects, 
first · b'.i Gnablirw: the fc.nner to secure loans fox· 
J J ---
periods ranging from five to forty years; second, by 
ene.1)ling him to ' . repay .ens loan on the • • ..r..·. arnor01za lJ ion 
plan, each ::;rear paying in c.dd:i. ti on to interest and 
operatinc expenses: a sDall per cent of the principal 
~.:o that ·~'Ihen the loe.n ms~tures the debt is entirely 
wiped out. Such pr6visions ought to prove of zreat 
assistance to the farmer. It should enable him to 
plan al.wad a.nd relieve hj.m of ::nuch anxiety and un-
certainity ac to future interest rates and renew~ls-
A r3:/stem bo~sed upon such principles ought to encourage 
saving and be a sreat incentive to thrift. 
In chapter I of this paper, it ~as shovn 
that the far;]e:rs in the south and vrnst, especially, 
are at a creat disadvantace in marketinc their 
securities because of the understandardized character 
of farm nortsaces. As a reshlt, interest rates are 
hiGh c~na. conu-nisni.on charc;oE; are freql.1.oDtly excessive. 
Th0 nev: sJstem is designed to remedy this defect by 
standardizing farm secutities, thereby opening up 
a ~ider marker for farm norteages and giving greater 
mobility to funds soeking investment in such securities. 
I3ri efly, the plan is to. enable the farrner 
to e:rnhange l1is little l:nown, unstandardized farm 
mortc;ace security for widely l:nown, marketable 
l11 ed0ral fc.J..rn1 loan bonds. T~ne 1.:1acl1inery by which 
this is to be accomplished is somov;hat cor.1plicated. 
It is gcnE.:rally eXJ_Jected that the national farm loan 
o.ssociations ·will constitute the most importc.tnt local 
units in the fe..rm loan machinery and oe the chief 
source of fe,rm loans. 3ince they are to be conducted 
on a cooperative basis, it is expected that tlle~r nill 
not only operate at a rainimura outlay of expense but 
that, since the borrowers participate in all profits, 
they will furnish loans at actual cost.· That the 
national farm loan associations will perfor1n all tl1a t 
is expected of t.her;1 is somev1hat doubtful. As has been 
shown before, there are practical difficulties in 
the way of successful cooperation in this country, 
the chief of \Vhich are; ( 1) the absence of the spirit 
of cooperation arftong the farr:iers that is needed to 
lrnld them togGther in the fact of stronc competition. 
The frauers of the act were not altogether unaware of 
this state of affairs. Therefore to guard against 
. 1 . ~ . J ,.. l . .I.. , l ., .t. .J.. • ~ ~1e·. )recncamenc. or laving tJne w10J.e s:ys0er..:: tJlea up 
by tho failure oi' the :i:1a tional loan associations, the 
organized provision was made that the Federal Farm 
Loan Board should authorize existine; institutions 
banks, rnortc;::;c;e an<.l trust companies to act as 
ae;ents of the Fed oral land ba.i.J.ks in the event that no 
associations were organized in a particular com1:mni ty. 
Finally, provision w2s nade for making loans 
tln-ou£)1 private joint stock land banL:s. These are 
related to the f edoral land banks in that they are 
under the control of the same central authority and 
have many of the s~me privelege~ and restrictions 
with regard to making loans and issuing of bonds. 
They in reality .. coµsti tute a second system. It is 
some\·1hat difficult to see just what the framers of 
the abt expected from such a combination. Certainly 
they have provided. the machinery for t,y;o competing 
systeL1s. It is not unlikely that one part of the 
syster.1 will succeed at the. expense of the other. It 
is clear that one of the greatest difficulties which 
the national farm. loan associations are E~oing to 
have to face in the competition from other credit 
institutions. The creation of the joint stock land 
banks Hill only add another strong co1npeti tor to the 
already long list of cornpeti tors to ·0e overcome by 
the associations. Coopen'.tive experience in this 
country has proven time e,nd again that it is diffi-ift 
cult to holJ the members in line when competing 
companies are offering equally attractive terrns. 
rrhe frall1Grs Of tl1e act evidently forSB.Vi this possibility. 
They sought to hold ·~he joint. stock land banl:s in 
chec~: by lirr.i ting first, the arnount of bonds they 
could issue to fifteen times tlleir capital stocJ:: and 
surplus, and second, by limiting their operation to 
two continuous states. 
The limitation of the joint stock land 
is unfortunate. In the opinion of tl"J.e writer the 
joint stock land banl'.::s are b·etter 2.d.apted to tlle 
needs of the farmer than are tho nitional farm loan 
associations. If the joint stock land banlz:s can 
furnish credit to the farraer on terms equally attractive 
as those offered by the national loan associations, 
why discriminate against them by imposing restrict~ve 
lecislation? There is no point in maintaining a 
complicated, subsidized system when a simple, privately 
ovmed sjs teE~ can perform the same service equally 
well. 
Tlle third purpose of the new s:,rstem is to 
equalize interest rates from one section of the 
country to another. The Li1 eder2.l 1''arr.a Loan· Board 
has recently announced its intention of raaking loans 
to farmers at five percent and of issuing bonds against 
the mortgaze so taken, to bear a rate of four and 
one-half i)er cent. There is little question but that 
there will be many applications for loans at a rate 
so low as five per cont. On the other hand there is 
little cloubt but tlw,t tirn bonds will cormnand a wide 
market. Tlloy ar:; uell secure and bear a rnodera tely 
hi£h interest rate considoring their security_. Such 
beinc the case, it seems quite probable that the 
tJ.1ird. purpose of the act v1ill be realized. Tllis 
means a reduction of interest rates in the \,Jest and 
South of as much as four and five per ce~t. The 
question v1hich many are asking is, ·v/hat is to be the 
effect of v1holesale artifically lorrnring the interest 
rates? The first effect will be speculation inland. 
The price of land will advance materially. Present 
landowners ~ill profit enormously. The tenant uill 
be left where he uas before, without land, and without 
the means of procuring land at tlle adva:aced price. 
lv:anifef3tly the pr~me purpose of land credit leg::Lslation 
has been defeated. The tenancy problem w~ll hot be 
solved bµt agcr~vated. Here we see asain the funda-
mental distinction between the interests and needs 0£ 
the lanuowner and· those of the tenant. The land 
credit question in the United States in only half 
provided for. The country 1 s next great work and 
duty, in the interest of democracy, is to provide 
a system of land credit for the tenant a policy 
most European countries adopted long ago. 
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